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In the ﬁrst quarter of 2005, the Bulgarian economy registered 
record-breaking growth, and we are expecting an equally 
strong second quarter due to the extra election spending, which 
encourages consumption. Particularly positive is industrial 
growth, which registers twice the growth from 2004 Q1.. Export 
growth is higher than import growth; if this trend continues, it 
could have a positive effect on the high foreign trade deﬁcit, 
which is a risk factor for the economy. An important positive 
economic development represents labor productivity growth, 
which follows last year’s decline caused by the encouragement 
of low-productivity employment. The Estat index registered 
higher values after the seasonal decline in January, and the 
positive mid-term trend is expected to persist. Positive strides 
have been made in enterprise policy and the new government 
will have to complete them. Efforts in privatization and 
concessions did not yield the expected results because of the 
poor organization and insufﬁcient transparency of procedures. 
Another important development related to the banking sector’s 
stability is the temporary halt of the credit expansion. The stock 
market has registered the longest downward price trend s for 
the last three years. Fiscal policy developments remain highly 
condemnable for (1) the uncontrolled spending and (2) the 
swelling budget surpluses. Critical is also the situation in the 
health sector, where election debates failed to outline clear 
paths for reform. 
In the ﬁrst quarter of 2005, real economic growth was reported 
at 6 per cent against the corresponding quarter of 2004, 
registering the highest Q1 GDP growth rate in the last seven 
years. A major growth factor was the spike in credit growth, with 
resources directed mostly to consumer consumption, which in 
turn promoted domestic supply.
 
In terms of production, total value added growth in the economy 
registered higher values compared to GDP growth. Growth 
in industry and services accelerated, with growth in industry 
outpacing growth in services, while decline in agriculture 
intensiﬁed. With a 52 per cent, the service sector accounts 
again for the highest share in GDP production. However, most 
notable in the ﬁrst quarter of 2005 is industrial growth, which 
registered nearly twice the growth Q1 2004.
 
Unlike the trend observed in the previous three quarters, the 
accelerated total economic growth in terms of GDP consumption 
is now a result of the accelerated growth in ﬁnal domestic 
consumption and of the delayed growth in investments and 
in the export of goods and services, and delayed growth in 
exports compared to imports. On the other hand, compared to 
the dynamics in the ﬁrst quarter of last year, export of goods 
and services registered slight acceleration, whereas imports 
registered a slowdown. A possible resource for accelerated 
total economic growth is rather the growth in quality and 
capital productivity than the growth in the physical volume 
of investments. The record-breaking GDP growth in the ﬁrst 
quarter of 2005 is accompanied by a record high share in GDP 
of the goods and services deﬁcit.
The credit-driven household consumption led to an abrupt 
change in the structure of the sources of investment ﬁnance. 
The growth in the share of investments in GDP is a result of the 
growth in foreign savings and the decline in national savings.
In contrast to the lower electoral activity, NSI’s monthly 
business surveys registered intensifying economic activity in 
Bulgaria in Q2 2005. After the record economic growth in Q1, 
the record breaking business climate levels in the second four 
months give grounds for an expected strong or even accelerating 
growth above 6 per cent in Q2. The Q2 parliamentary elections 
will also contribute to growth. We project highest annual growth 
in construction, followed by industrial production, trade, and 
services.
In the ﬁrst four months of 2005, the current account deﬁcit 
deteriorated mostly because of the deteriorated balance of trade 
deﬁcit and the higher deﬁcit in services, income and current 
transfers. The balance of trade deﬁcit (FOB) is up 4.4 per cent 
of the forecast annual GDP. The higher deﬁcit in services is 
a result of deteriorated “Transport” and “Other Services” item, 
notwithstanding the positive dynamics in the “Travel” item. 
In the review period the, “Other services (net)” item registers 
negative values, while it was positive in the same period of 
2004. The increasing negative balance of Incomes is a result 
of the higher growth in paid income against received income. 
Growth in paid income is mainly a result of the high growth of 
direct investment payments (mostly dividends and reinvested 
proﬁt). Net inﬂow of current transfers registers decrease. While 
proceeds from money transfers by Bulgarians from abroad go 
up, proceeds from EU’s pre-accession funds decrease and 
Bulgaria’s payments on current transfers increase. 
Growth in foreign trade continues at comparatively high 
nominal pace since the beginning of 2005. Growth in exports 
is slightly higher than growth in imports, but the trade deﬁcit 
remains high at above EUR 1.2 b for the ﬁrst four months of 
2005. While this deﬁcit is still pointed out as the highest risk 
for the Bulgarian economy, the adequate budgetary policy has 
helped to suppress the negative effect and to prevent higher 
indebtedness. The prime and raw materials produces by 
Bulgarian companies enjoy strong demand; some Bulgarian 
companies are performing well at the international markets; the 
export-oriented production of the new companies started up with 
foreign investments is gaining pace. This gives us grounds to 
believe that the Bulgarian economy has the capacity to maintain 
exports at high levels despite the stagnation of international 
markets with respect to certain products and the poor demand 
in the EU countries. Foreign trade dynamics will be determined 
yet again by the followings factors: (1) comparatively slow and 
irregular growth of the world economy; (2) delayed growth in 
international trade from 9 per cent in 2004 to 6.5 per cent in 
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2005, and (3) higher oil prices. Besides, the increasing need 
for economic policy reforms with respect to some Bulgarian 
regions creates additional market uncertainty. 
According to preliminary data, in the ﬁrst four months of 2005, 
the inﬂow of foreign direct investments decreased from the 
previous year but the information about investors’ attitudes gives 
us grounds to project relatively high levels of foreign investments 
and a persisting trend. The factors that will contribute to this 
development include: comparatively high economic growth in 
Bulgaria, increasingly higher levels of harmonization of national 
with European legislation, improved business climate, strong 
government support, etc. We anticipate for the share of FDI in 
GDP to stand at above 10 per cent, which means that FDI will 
remain important for Bulgaria’s overall economic development.
Accumulated CPI for the ﬁrst 5 months of 2005 is 2.55 per 
cent against 4.57 per cent for the last 12 months. In the 
period January–May 2005, CPI is mainly driven by the market 
price dynamics of consumer goods and services. Food price 
dynamics determines total market consumer price dynamics. 
Domestic market producer price dynamics in industry shows 
that energy prices register the highest volatility. While the group 
of industrial products is characterized by the highest price 
dynamics, it is also the biggest factor for the overall producer 
price dynamics. Producer prices are characterized by a higher 
volatility than consumer prices, which is typical for a growing 
economy.
 
The higher economic growth in the ﬁrst quarter of 2005 
compared to the corresponding period of 2004 is accompanied 
by a slower annual growth in employment and lower decline 
in unemployment. In the ﬁrst quarter of 2005, the economically 
active population decreased by 12 thousand people compared 
to Q1’2004, because growth in employment (54 thousand up) is 
lower compared to the decline in unemployment (67 thousand 
down). Employment in the private sector increased by some 90 
thousand, while employment in the public sector decreased by 
some 40 thousand compared to the ﬁrst quarter of 2004.
 
A very good indicator of the quality of total economic growth 
in the ﬁrst quarter of 2005 is the fact that growth in labor 
productivity measured as gross value added per employed 
person is higher compared to employment growth. Employment 
dynamics had outpacing values last year.
The ﬁrst four months of 2005 are the third quarter in a row 
with unemployment standing at levels below 400 thousand, 
according to labor force survey data. The unemployment 
coefﬁcient (based on a labor force survey method) went 
down to 11.3 per cent registering a decrease of 2 percentage 
points against the ﬁrst quarter of 2004. The ﬁrst quarters of 
the previous two years register the highest seasonal values 
of the unemployment coefﬁcient. The possible high growth 
levels throughout the year may contribute to further decline of 
unemployment and of the unemployment coefﬁcient. According 
to Employment Agency data, the downward trend in the monthly 
dynamics of registered unemployment continues. 
In April, the value of the ESTAT Index of Business Climate 
in Bulgaria went up to 3.55 compared to its January value 
of 1.74. This is a precondition for a new peak value in July. 
Given the seasonal dynamics of lower winter values and higher 
spring and summer values, we have grounds to believe that the 
upward trend persists. One cannot say what effect will election 
results have on entrepreneurs’ assessments, but still a positive 
mid-term trend (since the beginning of 2003), which has not 
exhausted its upward trend, is observed. Election suspense 
makes managers uncertain and this uncertainty is manifested in 
more negative environment assessments and careful optimistic 
expectations. Assessments about the condition of companies 
are positive. 
As of mid 2005, enterprise policy registers positive 
development in areas like promotion of entrepreneurship and 
investments, access to ﬁnance, introduction of European 
standards, and improved business environment. Privatization 
process and concessions can be given negative assessments.
Lower number of regulations and simpliﬁed business 
environment remain government priorities. Some important 
events should be noted. A Strategy for a National Register 
of Legal Entities was approved in April. It envisages for the 
National Register to be a fact by 2006. The strategy outlines the 
priorities and implementation phases of a modern centralized 
electronic register system.
The public procurement system has been modernized 
through the start of Ofﬁcial Gazette’s web site and through 
the new public procurement register, which is a serious step 
towards simpliﬁed business environment. Amendments to the 
Ofﬁcial Gazette Act took effect on 1 May 2005. They envisage 
for public procurement notices under PPA to be published on 
Ofﬁcial Gazette’s web site. Thus, Bulgaria’s public procurement 
procedures will be better accelerated and made more 
transparent. 
In an environment of a highly limited resource of state 
companies, the Privatization agency has focused since the 
beginning of 2005 on ﬁnalizing the big transactions in the 
energy sector. Political controversies delayed the approval of 
strategies and the subsequent privatization of companies in the 
defense industry, the inland water transport and the marine. 
The concession process as a major source of ﬁnance for 
infrastructure maintenance and modernization did not develop 
according to expectations. The concession procedures for the 
big airports in Varna and Burgas were disputed in court, and the 
concession for Trakia highway, which was granted without any 
competition or tender, resulted in a couple of legal proceedings 
SUMMARY
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and had negative repercussion in the international ﬁnancial and 
investment circles.
Future efforts in enterprise policy and the improved business 
environment should be focused on a couple of key areas: 
• Simplify and accelerate business registration;
• Provide full set of e-Government services and more 
dynamic competition in the supply of e-signatures;
• Facilitate bankruptcy procedures;
• Provide opportunities for out-of-court collection of 
intercompany debts;
• Pass the Promotion of Investments in SMEs Act, which 
has been delayed for some two years.
In the second quarter of 2005, public ﬁnance development 
is characterized by relative stability and persistance of major 
trends from previous periods. Two of the above trends, bulging 
budget surpluses and the chronic absence of a meaningful 
concept on handling the ﬁscal reserve generate increasing 
concern because the combination of these two hinders 
Bulgarian economic growth. At the end of May, the budget 
surplus reached BGN 994.8 m because of the excessively 
high indirect and income taxes. If this trend persists, budget 
surplus will amount to some BGN 2 000 m by year-end. The 
ﬁscal reserve has been growing since February and as of 31 
May stands at BGN 5 198.5 m.  
The parliamentary elections were the central event in the 
second quarter of 2005. They marked the end of a public 
ﬁnance management style of inappropriate revenue and 
uncontrolled expenditure policy. On the other hand, elections 
became a battleﬁeld of Bulgarian public ﬁnance management 
alternatives. Election discussions were focused on political 
forces’ views about the level of budgetary redistribution of funds 
and about tax structure and rates. 
The latest data about employment, unemployment, and 
incomes reveal positive dynamics, which is a result of 
economic growth and business efforts towards expansion 
and restructuring. Unemployment data for May 2005 show the 
lowest unemployment level in the last ﬁve and a half years. 
In recent years, it is increasingly difﬁcult for companies to 
ﬁnd properly qualiﬁed employees. This trend is observed 
in positions requiring higher education, as well as in those 
requiring secondary, specialized secondary education and 
vocational training. Everything goes to show that oversupply 
is in place only with respect to personnel with low education 
or no education. The reasons for this shortage (particularly 
in construction, tourism, and in certain regions) are rooted in 
the education system defects, the emigration, the absence 
of short-term and long-term forecasts of labor market needs, 
the underdeveloped retraining and continuing training system. 
The considerable differences in the economic and social 
development of the regions also have their effect. Under these 
circumstances, there will be a need to employ foreign nationals, 
on a seasonal basis for the present and later for longer periods. 
This phenomenon is quite new for the Bulgarian labor market, 
but it will most probably expand and will require having in place 
an adequate policy.
If the pace of economic growth is preserved and if there is 
continuity in the policy of the new Bulgarian government, one 
should expect positive development until year-end. The positive 
trends of declining unemployment and creation of permanent 
and prospective jobs are expected to persist in the next months, 
given that a couple of signiﬁcant grant aid projects are to be 
started with the support of PHARE and the World Bank in the 
regions of heavy unemployment. 
The development of the reformed Bulgarian pension model 
continues with amendments to the legislation towards protecting 
the rights of insured persons and developing the supplementary 
pension insurance market. The supplementary pension 
insurance market continues its development at a high pace. 
This positive trend is proved by the growing number of insured 
persons and the increasing net assets in pension funds, as well 
as by the relatively good return on pension fund investments. 
CED projects for pension fund assets to reach BGN 1 b by end 
of 2005 and BGN 3 – 4 b by 2010. 
The expert community engaged in constructive discussions on 
the ideas of Bulgarian pension model improvement of the major 
political parties and coalitions. The general view of the Bulgarian 
politicians in this ﬁeld concerns in the ﬁrst place the need to lower 
the insurance burden, on which the business has been insisting 
for quite some time, and the need to take effective measures to 
develop the supplementary pension insurance system. On the 
other hand, the political ideas for pension system changes differ 
in terms of the scope of proposed reforms and the method of 
their implementation. According to CED, the Bulgarian pension 
model has to be improved towards innovative measures for 
long-term ﬁnancial stability of the state social insurance and 
development of an efﬁcient investment and tax environment for 
development of the second and third pension pillars.
The inefﬁcient Bulgarian health model has long been 
seriously criticized by the Bulgarian society as well as by EU 
representatives; however, the political will for reforms in this 
area is still rather weak. The major Bulgarian political parties 
and coalitions promised in their election platforms to take a 
number of measures in order to reform the health system and 
to provide quality and affordable health care, if the Bulgarians 
give them vote of conﬁdence. However, there is still lack of 
a clear vision about the ﬁnance of reforms. Some common 
ideas of the Bulgarian politicians about health model reforms 
include the need to promote voluntary health insurance funds, 
to introduce competition of hospital institutions in order to 
improve the quality of healthcare and the operation efﬁciency 
of the sector, to provide guarantees for keeping the scope of 
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business and preferential conditions for the medical staff in the 
event of privatization of health institutions, as well as the need 
to introduce personal electronic health cards of patients for the 
payment of health services.
Environmental policy issues include transposing the European 
legislation and formulating the 2007-2017 environment protection 
priorities in an Environmental Operational Program within the 
framework of the National Development Plan. The European 
Commission has provided a preliminary critical assessment 
of the results that Bulgaria has achieved in transposing the 
European environmental legislation and in implementing the 
environmental control mechanisms for environmental impact 
assessment of investment programs. While this assessment 
is largely a result of reconsidered impact mechanisms within 
the implementation process of the Lisbon goals and the Cardiff 
Process, in a domestic aspect it signals real problems in the 
management of environment protection activities. 
In connection with the implementation of Directive 2003/87/EU 
concerning the participation in the greenhouse gas emission 
(GHGE) quota-trading scheme for the European Union, 
Bulgaria has started to develop National Quota Distribution 
Plans, which will cover two periods: 2007-2008 and 2008-2012. 
According to the National Climate Change Plan, 250 m tons 
of emissions are set for participation in the European scheme. 
MEW has identiﬁed 240 Bulgarian companies as potential 
quota distribution candidates. Bulgaria’s participation in the 
European emission-trading scheme, particularly in the initial 
phase of its implementation, is assessed as a chance that the 
industry will encourage business investments in environment-
friendly technologies.
The banking system continues to dominate the ﬁnancial 
sector and ﬁnancial intermediation. The last quarter ﬁnally 
witnessed control of the spontaneous credit expansion, which 
threatened the Bulgarian banking system stability. As a result of 
BNB’s April regulation, the credit expansion was halted, though 
probably only temporarily. Against the background of shrinking 
bank lending and stabilized broad money during the last three 
months, there is no risk for the banking system in a short-term 
and mid-term perspective. We have to watch carefully whether 
the effect of the April regulation will wane and whether credit 
expansion will gather again momentum.
In the second quarter of 2005, capital markets are characterized 
by two major groups of events. The ﬁrst concerns the changed 
capital market regulation and the second – the downward tend 
in stock prices, which has been the longest in the last three 
years. May be because security market players were waiting 
for the parliamentary elections and the results thereof, they 
were cautious in their trading, which resulted in some decline 
in BSE – Soﬁa’s total turnover against the previous quarter. 
The slight downward trend of prices, observed in the ﬁrst 
three months, persisted. This resulted in record-long decline 
of the stock-exchange market capitalization after some three 
years of continuing upward price trend for nearly all types of 
securities. Despite the weak trade dynamics, the past quarter 
is characterized as rather intensive in terms of corporate 
events. On one hand because this is traditionally the period 
of annual meetings of shareholders and on the other hand an 
upward trend in the interest of close-end companies towards 
the ﬁnancing opportunities provided by the capital market is 
emerging.
The energy policy of NMSS’s Government is deﬁnitely “for” the 
construction of a second nuclear power plant. Judging from the 
statements of the parliamentary-represented political forces, 
the political risk for the future of Belene NPP is negligible.  The 
decision for the new plant was taken in an environment of highly 
ﬂuctuating international prices of oil and oil products. The next 
government will have the very responsible task to distribute 
between the State and the private business the responsibility, 
risk and yield of the new NPP construction and operation.  The 
development of an efﬁciently operational electricity market 
remains slow. The infrastructure, which will allow for a natural 
gas market to emerge, is yet to be built.
The efforts to attract private companies in the transport sector 
began to yield tangible results. The negative trend of appealing 
the results of the tenders and competitions for concessions and 
sale of state-owned assets is preserved. The way out of such 
situations is in the faster and more efﬁcient court decisions. 
The government programs of the leading political parties for 
the next mandate reveal that a will to construct Hemus and 
Trakia highways is in place. Such a will is logical in a period of 
elections, but the lack of clarity about the speciﬁc sources of 
ﬁnance for such projects questions the implementation.
Data about the 2004 volume of the information and 
communication technology (ICT) market came out in June 
– 2004 income exceeds EUR 1.7 b, including some 430 m of 
income generated by IT companies. The telecom sector growth 
on 2003 is over 12 per cent, while the ﬁgure for the IT companies 
is twice lower at 6.13 per cent. The higher growth of telecoms 
is explained by the quick entry of alternative operators and the 
new modern service provided by BTC.
 
Serious progress towards the use of ICT in education is 
expected to be achieved with the start of the large-scale program 
for connecting the Bulgarian school състем to the Internet. 
Program contractors were speciﬁed in June. Projections are 
for 1000 schools to be connected during the ﬁrst year of the 
project. 
The summer tourist season started with justiﬁable optimism 
about successful tourism development and good revenues in 
the sector. Optimistic anticipations for a successful summer 
season are underpinned by modernized special infrastructure, 
hopes for good tourism – culture interaction producing a 
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diversiﬁed tourist product, efforts to diversify marketing and 
advertising. At the same time, excessive construction in 
the Black Sea resorts, the shortage of qualiﬁed personnel in 
tourism and the poor condition of the road infrastructure will 
hold this highly promising Bulgarian economic sector back this 
year as well. 
The tendency towards improved organization and management 
of production in agriculture with its parallel ongoing decrease 
of its share in the Bulgarian economy is preserved. Decline 
of agricultural production is 1.7 per cent against 1 per cent in 
2004. Thus, the share of this sector dropped to 5.5 per cent of 
GVA and 4.7 per cent of GDP. This is a result of the accelerated 
development of industry and services and the lack of sufﬁcient 
investments to modernize the sector and put it on a modern 
technological basis. The basic priority of agriculture currently 
includes: transposing the European legislation, preparing the 
sector for Bulgaria’s accession to the EU and coping with the 
commitments and responsibilities of market opening. The fact 
that most of the recent remarks from the European Commission 
concern the fulﬁllment of commitments in agriculture shows how 
grave the problem is. The new MAF management will have to 
seriously lobby in order to have remaining regulations approved 
at accelerated pace and the missing administrative structures 
build and will also have to arrange for the necessary staff to be 
trained in order to comply with all European requirements.
This year is decisive for Bulgaria’s successful preparation 
to manage the money from EU’s cohesion and structural 
funds. This is one reason for the intensiﬁed regional policy 
work. A very important event, which encourages the process in 
this sphere as well, is the ofﬁcial signing of the Agreement for 
the Accession of Bulgaria and Romania to the EU on 25 April 
2005.
Active measures include in the ﬁrst place approval of a National 
Regional Development Strategy and work on the preparation 
of the National Development Plan and the operational programs 
to it. These documents will provide the framework for the use 
of the money from the European funds. The National Strategy 
is a fundamental strategic document for the implementation by 
Bulgaria of an efﬁcient regional policy in line with European 
requirements. EU’s cohesion and structural funds and the 
active public-private partnership for the use of these funds are 
the basic implementation instruments for this regional policy. 
Work on the preparation of the National Development Plan 
continued. The second forum within the broad discussion on 
the plan and its operational programs was organized in June. 
The strengths and weaknesses of the individual operational 
programs were discussed in March and program goals and 
priorities were presented and discussed at the July forum. 
These programs comply with the basic strategic priorities of 
Bulgaria’s development which were outlined in August last year 
– intensifying the economic competitiveness, improving the 
quality of human resources, developing agriculture in the rural 
regions, implementing an efﬁcient regional policy, improving 
the transport infrastructure and environment protection.
Having ratiﬁed the Agreement on the Accession of the Republic 
of Bulgaria and Romania to the European Union and with a 
view to its expiring mandate, the 39th National Assembly 
passed a number of new acts, as well as amendments to 
existing legislation aimed at further harmonizing Bulgarian 
legislation with the Acquis.The major areas where Bulgarian 
legislation was harmonized with EU law include: registration 
procedures, banking law, public offering of securities, judicial 
executory procedure and international private law. The most 
important changes and innovations concern the start of the 
register reform with a view to introduce integrated centralized 
databases providing information accessible via the Internet. 
Regarding banking, an act on money transfers, electronic 
payment instruments, and payment systems has been passed 
and the amount of bank-guaranteed deposits has been 
increased. The Public Offering of Securities Act has been 
amended with respect to: licensing conditions and minimum 
amount of capital of investment brokers, regulation of the share 
trust (contract-type fund) as a collective investment scheme 
and of management company requirements. Regarding judicial 
execution, the institute of private judicial executors has been 
introduced. Private judicial executors enforce private claims 
and are united in a professional community. An important 
achievement of the legislator is the long-awaited codiﬁcation of 
the international private law subject matter through the passed 
Code of International Private Law. Some acts regulating speciﬁc 
private relations will exist parallel to the Code. Amendments 
and supplements were also made in some other areas like 
public procurement, intellectual property, customs regime, etc.
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Gross domestic product 
Economic growth. Our expectations of a slowdown in general 
economic dynamics as early as the beginning of the year 
were disproved by the ﬁrst estimate of the National Statistical 
Institute of the gross domestic product for the ﬁrst quarter of 
2005. Real economic growth is estimated at 6 per cent on the 
corresponding quarter of 2004 (against 4.5 per cent growth 
in the ﬁrst quarter of 2004)1. This is the highest ﬁrst quarter 
economic growth compared with growth in corresponding 
quarters over the past seven years. 
In the currently updated quarterly and annual data about 
economic growth since 1999 we notice that in most cases 
growth in second quarters and in all cases growth in third 
quarters exceeds growth in ﬁrst quarters. Moreover, annual 
growth for each of the years from 1999 till 2004 is higher than 
growth in the corresponding ﬁrst quarter. Could we expect that 
a similar trend would outline in 2005 – a year of parliamentary 
elections? (Table 1)
According to our assessment of the dynamics of demand 
and supply components,  growth in the ﬁrst quarter could be 
assumed as resulting from short-lived stimulation of growth in 
credit expansion, with resources being directed mainly towards 
households’ ﬁnal consumption, which in turn boosted domestic 
demand. Subsequent obligations for loan repayments will be at 
the expense of a slowdown in individual consumption. A certain 
slowdown of credit expansion to households could also be 
expected as a result of the assumed constrained households’ 
creditworthiness despite growing incomes. A major source for 
steady acceleration to 6 – 8 percentage levels as projected by 
the main political forces could be: (i) growth in export of goods 
and services, (ii) development of tourism, and (iii) general 
reduction of the tax burden.
Table 1.  GDP, growth on corresponding period of 
previous year, % 
 Q1 Q2 Q3 Q4 Annual
1999 1.1 0.2 3.7 3.5 2.3
2000 5.1 5.8 5.6 5.0 5.4
2001 3.9 3.6 4.3 4.3 4.1
2002 3.5 6.3 6.2 3.5 4.9
2003 3.6 4.6 3.8 5.7 4.5
2004 4.5 5.5 5.8 6.2 5.6
2005 6.0    
Source: NSI
Supply. Value added growth of the economy as a whole exceeds 
gross domestic product growth. In the ﬁrst quarter of 2005 value 
added for the economy as a whole grew by two percentage points 
faster than growth in the previous year (7.1 per cent for Q1’2005, 
against 5.1 per cent for Q1’2004). However, the item “Adjustments”2 
decreased, by 0.1 per cent alone, for the ﬁrst time since 2001. 
This could be explained with the faster growth in the component 
“Financial intermediaries’services indirectly measured (FISIM)” 
compared with growth in the component “Net taxes (excise, 
customs duties, VAT, less subsidies) on products”. This is conﬁrmed 
by the data on sustained high growth in ﬁnancial mediation value 
added (32.3 per cent) and a slower growth in imports of goods and 
services (10.8 per cent, against 16.7 per cent for Q1’2004).
Growth by economic sector. Growth in industry and services 
accelerated with growth in industry exceeding growth in services 
whereas agricultural sector decline worsened. The services 
sector continues to have most signiﬁcant contribution (3.9 
percentage points) to the dynamics of gross domestic product 
produced, its growth standing at  7.4 per cent (against 5.9 per 
cent for Q1’2004) and over 52 per centage share in GDP. In 
the ﬁrst quarter however, industry posted most substantial 
growth (8.2 per cent), which not only did not slow down (as 
we expected based on monthly production and sales indices in 
the ﬁrst two months of the year) but nearly doubled compared 
with the growth in the ﬁrst quarter of last year (4.9 per cent). 
Accelerated value added growth against slower growth in 
production could be ascribed to slower growth in intermediate 
consumption. The agricultural sector value added decline 
typical of the ﬁrst quarter in previous years worsened (to minus 
1.7 per cent, against minus 1 per cent in Q1’2004). 
Figure  1. Value added by economic sector, growth on 
corresponding quarter of previous year, % 
Source: NSI
MACROECONOMIC DYNAMICS 
1 Source: NSI, data on national accounts published on 20 June 2005. We should note that the 
initial estimate of NSI on 2004 ﬁrst quarter growth was 5.5 per cent, revised downwards to 4.5 
per cent with the publication on 31 March 2005 of revised data on GDP for 2003 and on the 
ﬁrst, second and third quarters of 2004 and estimates on the fourth quarter of 2004 and 2004 as 
a whole. Revision of national accounts data is a necessary and inevitable procedure following 
receipt of additional and more detailed statistics on the indicators under review. 
2 In calculating GDP under the production method the following methodological relationship is 
applied: 
 Gross domestic product (market prices) = Gross value added (at base prices) + Adjustments, 
 where Adjustments  = Net taxes (excise, custom duties, VAT, less subsidies) on the products 
less Financial intermediaries’ services indirectly measured (FISIM). The component “Financial 
intermediaries’ services indirectly measured” in included in adjustments with a minus sign 
because it represents ﬁnancial intermediaries’ production assumed to be used entirely for 
intermediate consumption  but as it is not possible to be distributed statistically to the using units 
– producers, the adjustment is made on a national level.  
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Growth by type of ownership. Private sector value added grew 
by 12.7 per cent and public sector value added declined by 
8.6 per cent on the ﬁrst quarter of 2004. At the same time, the 
number of employed in the private sector increased by some 5.3 
per cent and those employed in the public sector declined by 6.6 
per cent. Although it is impossible to separate the privatization 
effect on value added dynamics by type of ownership, we 
should note the positive fact that private sector expansion (due 
both to privatization and own growth) is combined with faster 
productivity growth in the sector (measured as value added per 
one employed person) compared with the increased number of 
employed persons in it.
Demand. Unlike the trend in the previous three quarters, 
typical of the trend in the ﬁrst quarter of 2005 is that accelerated 
general economic growth  in terms of GDP use is attributable 
to faster ﬁnal domestic demand growth and slower investment 
growth and export of goods and services growth as well as 
slower export growth compared with import growth. On the 
other hand, growth in export of goods and services in the ﬁrst 
quarter of 2005 slightly accelerated and import growth slowed, 
compared with the dynamics of previous year’s ﬁrst quarter. 
Consumption. The slowdown in ﬁnal consumption growth in 
2004 (to 5.5 per cent from 6.6 per cent in 2003) was reversed 
in the ﬁrst quarter into credit stimulated acceleration. Indication 
of this is higher individual consumption growth (7.3 per cent 
from 6.5 in the previous quarter and 4.8 in Q1’2004) than total 
income growth per household member (5.8 per cent)3.
Figure 2.  Exports and imports, growth on 
corresponding quarter of previous year, %
Source: NSI
Investment4. Тhe trend of a slowdown in investment outlined 
in the ﬁrst quarter of 2005 as well. Investment demand growth 
slowed down to 9.2 per cent compared with the ﬁrst quarter of 
last year (22.1 per cent) and the previous quarters. We should 
remind that throughout 2004 the growth of investment in ﬁxed 
assets dropped to 12 per cent from  13.9 per cent in 2003. A 
possible source for acceleration of general economic growth is 
not growth in the physical volume of investment but rather the 
higher capital quality and productivity. 
Export/import of goods and services. The record GDP growth in 
the ﬁrst quarter is combined with a record high share of foreign 
trade deﬁcit of goods and services in GDP. Despite the higher 
export growth and lower growth in import of goods and services 
compared with growth in Q1’2004, the foreign trade deﬁcit of 
goods and services reached 16.3 per cent of GDP, against a 
deﬁcit of 13.1 per cent in Q1’2004. The share of import of goods 
and services in GDP is record high (75.2 per cent) compared 
with all quarters since the beginning of 1996 (with the exception 
of the ﬁrst quarter of 1997 when it was nearly с 85 per cent). 
Investment ﬁnancing. Credit stimulation of households’ ﬁnal 
consumption in the ﬁrst quarter of 2005 caused a sharp change 
in the structure of sources of capital formation ﬁnancing. The 
higher share of gross capital formation (up to 22.5 per cent 
in GDP, against 21.6 per cent in  Q1’2004) is due to external 
saving growth (to 15.9 per cent in GDP, against 12.2 per cent 
in Q1’2004) and a decline in national saving (to 6.6 per cent of 
GDP, against  9.4 per cent in Q1’2004) (Table 2).
Table 2.  Gross capital formation ﬁnancing
  Financing, total
 
External 
saving
Gross 
national 
saving, 
total 
Gross 
domestic 
saving 
Current 
transfers 
from 
abroad, 
net
Income 
from 
abroad, 
net
In % of GDP for the period
Q1’2005 22.5 6.6 6.2 3.8 -3.3 15.9
Q1’2004 21.6 9.4 8.5 4.2 -3.3 12.2
Q1’2003 17.2 6.0 7.9 3.4 -5.2 11.2
  Q1’2002 17.5 9.6 9.3 2.8 -2.5 7.9
Q1’2001 16.8 9.5 10.5 3.2 -4.2 7.2
Total ﬁnancing =100, %
Q1’2005 100 29.4 27.3 16.8 -14.7 70.6
Q1’2004 100 43.5 39.3 19.7 -15.4 56.5
Q1’2003 100 35.1 45.8 19.8 -30.5 64.9
  Q1’2002 100 54.9 53.0 16.1 -14.2 45.1
Q1’2001 100 56.9 62.6 19.2 -25.0 43.1
Source: BNB, Balance of Payments, published on 16 June 2005; NSI, GDP, published 
at 20 June 2005, and own calculations. 
Current account
3 Household budgets statistics and own calculations.
4 For brevity we use here the term Investment instead of the indicator Gross ﬁxed assets 
formation which consists of costs for acquisition of ﬁxed tangible and intangible  nonﬁnancial 
assets, including increase in work-in-progress. Source: NSI. 
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Over the ﬁrst four months of 2005 the current account deﬁcit 
of the balance of payments deteriorated. Trade balance deﬁcit 
combined with services, income and current transfers had 
the greatest contribution to this. The current account deﬁcit 
worsened to 4.6 per cent of projected annual GDP, against 3.7 
per cent of annual GDP in the same period of 20045. 
The trade balance deﬁcit (FOB) increased by 4.4 per cent on 
projected annual GDP, against 4 per cent of GDP over the ﬁrst 
four months of 2004. About a third of the trade deﬁcit worsening, 
EUR 154.3 million, as compared with the same period of the 
previous year,  is due to changes in prices of energy resources. 
It is expected that this impact would continue in the next 
months. The deﬁcit between import of crude oil, oil products 
and natural gas and export of oil products rose to 1.9 per cent 
of GDP, against 1.4 per cent in Q1’2004. In nominal terms, 
exports (FOB) and imports (FOB)  increased on January – April 
2004 at nearly equal growth rates,  21.8 per cent and 21.3 per 
cent respectively. Taking into account the effect of higher prices 
of crude oil, oil products and natural gas, the difference in the 
nominal growth in exports and imports (19.7 and 18.0 per cent 
respectively) is more substantial in favour of exports.  
Over the four months since the beginning of the year deﬁcit 
on services also increased due to worsening of the constituent 
items “Transport” and “Other services”, despite the positive 
dynamics of the item “Travel”. Thus deﬁcit on services amounts 
to 0.6 per cent of GDP, against 0.4 per cent of GDP in the ﬁrst 
four months of 2004.  The positive balance on travel in the 
period January – April 2005 retained its January – April 2004 
share in annual GDP of 0.3 per cent. The item “Other services 
(net)” for the reporting period is already negative, whereas in 
the same period of 2004 it was positive. 
The negative balance on item “Income” (0.8 per cent of GDP, 
against 0.7 per cent of GDP in 2004) increased due to the 
faster increase in income paid than income received. Income 
paid increased mainly because of the high growth in payments 
on direct investment (mainly dividends and repatriated proﬁt), 
an increase of 64 per cent compared with the ﬁrst four months 
of last year as well as thanks to increased payments on other 
investment by 32 per cent.  
Net inﬂow from current transfers decreased (1.1 per cent 
of GDP, against 1.3 per cent of GDP in 2004). Even though 
proceeds from money transfer of Bulgarians abroad continued 
increasing  (by 11 per cent compared with last year’s ﬁrst four 
months), reduced proceeds from EU pre-accession funds (by 
47 per cent) and the country’s increased payments on current 
transfers (by 78 per cent) caused worsening of the positive 
balance on transfers.
Figure 3. Current transfers in January – April of 
corresponding year, net, in million leva (BGN) 
Source: BNB, Balance of Payments, published at 16 June 2005.
The coverage of current account deﬁcit with foreign direct 
investment worsened to 34 per cent, against 55 per cent in the 
ﬁrst four months of 2004. This is a result of both worsening of the 
current account deﬁcit and reduction of the inﬂow of foreign direct 
investment according to preliminary data (1.6 per cent of annual 
GDP, against 2.1 per cent in the ﬁrst four months of last year).  
Foreign trade
Since the beginning of 2005 foreign trade continued growing 
at comparatively high nominal pace. For the ﬁrst four months 
of the year growth reached 21.6 per cent compared with the 
same period of 2004.  Its future dynamics will be inﬂuenced 
by the following factors: (i) comparatively slow and uneven 
global economy growth, (ii) slowdown in global trade growth 
from 9 per cent in 2004 to 6.5 per cent in 2005, and (iii) growing 
oil prices. To these factors could be added the ever more 
pronounced need of reform in economic policy of regions which 
are important for our country, which creates further uncertainty 
on the market. The positive factors are a sustainable demand 
for the bulk of raw materials offered by Bulgarian producers 
and good performance of some Bulgarian companies on 
international markets, as well export-oriented production of 
newly established enterprises with foreign state, which is 
gaining momentum. All this gives us ground to consider that 
the Bulgarian economy has the potential to maintain high level 
of exports despite the stagnation on the international market for 
some items and the weak demand in Euro-zone countries.    
Export growth exceeded slightly import growth (21.8 per cent 
against 21.5 per cent), but the foreign trade deﬁcit (exports 
FOB – imports CIF) remained high – over EUR 1.2 billion 
for the four months since early 2005. Although the foreign 
trade deﬁcit is continuously assumed as posing the highest 
risk to the Bulgarian economy, so far adequate ﬁscal policy 
allows to counter its negative effect, precluding an increase in 
indebtedness. According to experts of the International Monetary 
Fund, however, the deﬁcit shows that the Bulgarian economy 
could not deal with higher domestic demand. A breakdown 
of the deﬁcit by commodity section shows that (i) there is a 
permanent surplus in trade in consumer goods, (ii) the deﬁcit 
in raw materials has decreased substantially compared with 
5 Source: BNB, Balance of Payments, published at 16 June 205 – against GDP of  EUR 19,433.7 
million in 2004 (NSI estimates) and projected GDP for 2005 of EUR 21,177 million. 
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the ﬁrst four months of 2004, and (iii) the bulk of the deﬁcit is 
formed from trade in investment goods and energy resources. 
In other words, the main reason behind the deﬁcit are high oil 
prices and ongoing restructuring of the economy. 
Commodity structure of exports. Faster growth in export of 
investment goods and energy resources reﬂect on their increased 
share in total exports, to 15.3 and 8.9 per cent respectively. The 
hare of raw materials already exceeds 45 per cent due to 50 per 
cent higher export of non-ferrous and ferrous metals consistent 
with higher demand on international markets and their good prices. 
This growth is unlikely to sustain the second half of the year given 
the stagnation on the international markets in demand for such 
raw materials by major producers and their falling prices.  Good 
agricultural crop in 2004 allowed allocation of larger amounts 
for export and some of these were sold in the ﬁrst four months 
of this year. After long-years of constraints for Chinese clothing 
and footwear they were lifted and the European market has been 
virtually ﬂooded with them since the beginning of 2005. In this 
setting, the mere 1.3 percentage reduction in export of Bulgarian 
clothing and footwear could be considered a success – clearly 
most of exported Bulgarian items have their speciﬁc niche on 
the European market and do not compete directly with Chinese 
ones. Steady growth occurred also in export of furniture at the 
expenses of lower supply of unprocessed timber for external 
markets.
 
The structure of imports changed towards faster increase in 
the share of investment goods and energy resources  (from 24.7 
to 27.4 per cent and from 15.6 to 17.7 per cent respectively). 
The 38 percentage growth in import of energy resources since 
the beginning of the year compared with the same period in 2004 
is due mainly to higher prices. Almost all commodity groups 
from section “Investment goods” (machines and appliances, 
electrical machines, spare parts) report higher growth than 
overall import growth, the import of vehicles growing most  (by 
some 60 per cent). At the same time, the share of raw materials 
and consumer goods decreased due to their slower growth.
There is nothing surprising in the geographic structure of 
trade – rather the characteristics we stated are conﬁrmed: (i) 
EU-25 retained its positions of Bulgaria’s major trading partner 
with 60 per cent in exports and 51 per cent in imports; (ii) the 
importance of Balkan countries for Bulgarian trade is growing 
(21 per cent in exports and over 10 per cent in imports); (iii) 
foreign trade with Asian countries increased (export growth of 
26.3 per cent and import growth of 54 per cent). Surprising is 
the extremely high growth, by over 70 per cent, of exports to 
the ten new member states of EU in the ﬁrst four months of 
the year compared with the same period of 2004. Their share 
in Bulgarian exports (5.8 per cent) already surpasses that of 
Asian countries. At the same time, imports from that group 
of countries remained unchanged. This allowed for the trade 
deﬁcit to the “ten” to be halved. Another positive aspect is the 
growing surplus in trade with Turkey, which makes up 10 per 
cent of exports and 6 per cent of imports. 
Foreign direct investment 
Even though initial data on FDI inﬂow for the ﬁrst four months 
of the year show a certain fall compared with the previous year, 
incoming information on investor  perceptions give grounds 
to assume that investment would keep at comparatively high 
growth level. A number of factors contribute to this: economic 
growth rates in the country, higher degree of harmonization 
of Bulgarian legislation with the European one, improved 
business climate, demonstrated support by the State, etc. 
Our expectations are that the share of FDI in GDP would be 
preserved at over 10 per cent and hence their importance for 
overall economic development of the country.
According to preliminary data, foreign capital invested in 
Bulgaria in the ﬁrst four months of 2005 amount to EUR 334.5 
million but this ﬁgure will certainly be revised several times and 
ultimately will prove to be twice higher. Announced intentions 
of green-ﬁeld investments and reinvestment of proﬁt by foreign 
investors are at the basis of such forecast. Expected growth in 
foreign direct investment in 2005 is based on the development 
of new prosperous areas such as logistics, business services, 
telecommunications, transport, etc. These would be mainly 
green-ﬁeld investments or investments for expansion of existing 
production. Ongoing improvement of regional infrastructure 
would play a certain role for their attraction. As Bulgaria’s 
accession to the EU nears it would become ever more attractive 
for investors and for outsourcing activities from the services 
sector in order to optimize costs and improve efﬁciency. 
Aqlthough the importance of strategic investors is broadly 
acknowledged, the government’s efforts should be directed 
towards attracting more ﬂexible small and medium investors 
as Bulgaria does not have potential for developing mass 
production. Specialization in the production of speciﬁc products 
to cover a speciﬁc niche has already proved its efﬁciency and 
probably this process would develop further.
Inﬂation
Consumer prices. At the beginning of 2005 as in every year 
the NSI updated the weights in the basket for calculation of the 
consumer price index with information about the structure of 
annual households’ costs from the previous year. The shares 
of market foodstuffs and non-foodstuffs declined by some 0.5 
percentage points. The share of market services increased 
by 4.3 percentage points, 3.3 percentage points of this being 
due to the transfer of telephone services from the group of 
non-market (regulated, administered, controlled) goods and 
services to the group of market goods and services. As a 
result, the share of non-market prices decreased to 21.4 per 
cent (24.7 per cent in 2004). 
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Cumulatively the general increase in consumer prices for the 
ﬁve months since the beginning of this year is 2.55 per cent, and 
4.57 per cent in May 2005 on May 2004. The monthly dynamics 
of consumer prices from January till May 2005 is determined 
mainly from the dynamics of market prices of consumer goods 
and services (Figures 4 and 5). 
Figure 4. Change in consumer prices on previous 
month , %
 
Source: NSI,  AEAF
Figure 5. Contribution of market and non-market 
inﬂation to general inﬂation, percentage points 
Source: NSI, AEAF
Although prices of market services changed more sharply 
compared with prices of market consumer goods, the following 
two ﬁgures (6 and 7) illustrate that the dynamics of foodstuff prices 
predetermines the general dynamics of market consumer prices. 
Figure 6. Change in market consumer prices on 
previous month, % 
Source: NSI, AEAF
Figure 7. Contribution to changes in prices of goods 
and services groups to market inﬂation, 
percentage points 
Source: NSI, AEAF
Producer prices. Figure 8 illustrates differences in monthly 
change in prices of individual groups of products included in 
the index of industrial producer prices on the domestic market. 
The prices of energy products changed most signiﬁcantly. 
Figure 8. Changes in producer prices on previous 
month by product group, % 
Source: NSI, AEAF
Figure 9 illustrates the contribution of individual groups of 
products to the general producer price index. The group 
of energy products is of note. Apart from being the group 
with greatest changes in prices, this group has the biggest 
contribution to overall change in producer prices.
Figure 9. Contribution to changes in producer prices on 
previous month by product group, percentage points 
Source: NSI, AEAF
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Typical of producer prices is a broad amplitude of monthly 
change compared with consumer price dynamics. This is 
typical of an economy in the conditions of stable economic 
growth (Figure 10). 
Figure 10. Change in consumer prices and industrial 
producer prices on domestic market, previous month = 
100 (%) 
In the three months of second quarter NSI business surveys 
register absence of inﬂationary expectations among polled 
business communities in industry and retail trade, but presence 
of inﬂationary expectations in construction. Inﬂationary 
expectations appear in June (Table 3) for services. 
Table 3.  Expectations in corresponding month of 2005 
of increases in selling prices in the next three months 
I’05 II’05 II’05 IV’05 V’05 VI’05
Industry presence absence presence absence absence absence
Construction absence presence presence presence presence presence
Retail trade absence presence presence absence absence absence
Services 
(excluding 
retail trade)
absence absence presence presence presence presence
Source: NSI, Economic situation, monthly business surveys of NSI in 2005 
Employment, productivity and unemployment 
Data from labour force survey show that higher economic 
growth in the ﬁrst quarter of 2005 (6 per cent, against 4.5 in 
Q1’2004) is combined with slower growth on an annual basis 
of the number of employed persons (1.9 per cent, against 3 
per cent in Q1’2004) and faster decline in the number of 
unemployed persons (by 15.6 per cent, against 14.2 per cent 
in Q1’2004). 
Employment. Economically active6 in the ﬁrst quarter of 2005 
were 3,201 thousand persons, or 12 thousand less than in 
Q1’2004). The number of employed persons has increased by 
54 thousand and that of unemployed persons has decreased 
by 67 thousand. The number of employed persons in the 
private sector has increased by nearly 90 thousand and those 
employed in the public sector have decreased by 40 thousand 
compared with last year’s ﬁrst quarter. The private sector has 
produced 77 per cent of the value added in the economy with 
the labour of  69.6 per cent of all employed persons in the 
economy. Little over 5 per cent of employed persons in the 
private sector are employers, hired persons account for 80 per 
cent and 11 per cent are so called self-employed and the share 
of non-paid family workers is the smallest – below 2 per cent of 
employed persons in the private sector. 
Productivity. A very good sign of the quality of overall 
economic growth in the ﬁrst quarter of 2005 is the fact that 
growth in labour productivity measured as gross value added 
per one employed person exceeded employment growth.  In 
the past year employment dynamics was higher, calculated on 
the basis of available quarterly data from labour force survey 
since 2003.
Figure 11. GVA, employed persons and GVD per 
employed person, total for the economy 
– growth on corresponding period of previous year (%) 
Source: NSI and own calculations 
Unemployment
The ﬁrst quarter of 2005 is a third in a row in which the number 
of unemployed persons is below 400 thousand according to 
labour force survey. The unemployment rate (according to 
labour force survey methodology) fell to 11.3 per cent or two 
percentage points less than in the ﬁrst quarter of 2004.  In the 
ﬁrst quarters of the previous two years the unemployment rate 
was seasonally highest. Possible high growth during the year 
would probably contribute to a further fall in the number of 
unemployed persons and the unemployment rate. 
Long-term unemployed persons (1 and more years) in the ﬁrst 
quarter total 206.1 thousand, and the share of this risk group in 
the total number of unemployed is by some 3 percentage points 
lower than in the ﬁrst quarter of 2004. 
The number of discouraged persons also declined by 72.8 
thousand, or 16.1 per cent on the ﬁrst quarter of 2004. 
6 Economically active population comprises persons above the age of 15 who furnish their labor 
(employed persons) or supply their labor (unemployed persons) for the production of goods and 
services. 
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The monthly dynamics of registered unemployment tends 
further downwards, according to Employment Agency data.  
Figure 12.   Registered unemployed persons, number 
Source: EA
Business climate in the second quarter of 20057
In contrast to low electoral activity, NSI business surveys 
capture increasing business activity in Bulgaria. Following the 
record high general economic growth in the ﬁrst quarter, record 
high business climate levels give ground to assume that growth 
will sustain, even accelerate at over 6 per cent in the second 
quarter. The June elections would contribute to this. Our 
expectations are that construction would continue developing 
at fastest pace, followed by industry, trade and services. , 
In the second quarter of 2005 the monthly dynamics of the 
general business climate indicator is still upward, following 
a long-term maximum in April since the launch of NSI business 
surveys  (since 1994). Business climate indicators in each of the 
surveyed sectors of the economy surpass the average levels 
for the corresponding quarter in last year, the most substantial 
improvement being that in construction and industry. 
In April, May and June the business climate indicator in 
industry surpassed by 3.1, 7.4 and 6.6 percentage points the 
corresponding levels for the relevant months in the second 
quarter of 2004. According to the characteristics of business 
climate in industry a very positive indication of sustained high 
growth in 2005 is the fact that business surveys report for a 
third successive month an increase in the value of the indicator 
capacity utilization which reached yet another record high 
value over the past six years.  At the end of the second quarter 
industrial entrepreneurs have most optimistic expectations for 
the next six months compared with expectations expressed in 
the period since spring 2003, and the evaluation of the present 
business situation is at the highest level since September 
last year. Although Bulgarian industrial communities consider 
insufﬁcient domestic demand a major problem to business 
growth, its weight fell to below average levels for the past 
twelve months.  
The second quarter of 2005 is a record high for the levels of 
business climate in construction over the past 11 years. 
Compared with corresponding months of 2004, the indicator 
rose by 27.8 percentage points on April, by 17 percentage points 
on May and by 16.3 percentage points on June. A key indication 
of high construction growth in the second quarter of 2005 are 
the ever improving levels of the evaluations of current business 
situation compared with the evaluations for the same months in 
the previous year. For example, in June the evaluation of the 
current situation is already 34.7 percentage points higher than 
in June 2004. Moreover, construction entrepreneurs continue to 
have clearly optimistic expectations for the next three months 
– 55.9 per cent intend to increase production, 41.2 per cent plan 
to keep it at the May level.  For the time being demand is not yet 
a major problem for construction business but a key problem 
are unfavourable weather conditions followed by competition.
Business climate in retail trade improved by 5.3 and 3.4 
percentage points on April and May 2004 and is the only 
sectoral indicator which marked a minimal decline on an 
annual basis in June. However, the values of this indicator in 
the second quarter of 2005 remained above the average ones 
for the past twelve months. Like in industry, retail traders point 
out low domestic demand as the main obstacle to business 
development. It should be noted however that insufﬁcient 
demand in retail trade is  the dominant problem among other 
problems. This could be interpreted as a signal of slower growth 
in households’ individual consumption in the second quarter, 
following an impressive growth in the ﬁrst quarter (7.3 per cent) 
recorded in national accounts. The fact that the potential of 
supply exceeds the potential of demand is also conﬁrmed by 
the lack of steep rises in consumer prices despite credit growth 
and consumption growth. 
The indicator of the business climate in services is the only 
one that decreased in April and May on an annual basis  (-
1.8 percentage points), but in June it marked the highest 
improvement among the sectoral indicators both compared with 
the previous month (17.3 percentage points) and on an annual 
basis – by  16.2 percentage points on June 2004. The ﬁgure 
of the indicator reveals mainly seasonal ﬂuctuations around 
average values without a noticeable upwards or downward 
trend, although in the past twelve months its values are slightly 
reduced on an annual basis. Expectations of summer months 
are optimistic – 55.6 per cent of producers of services polled in 
June expect higher demand in the next three months, 40.0 per 
cent expect it to preserve the previous month’s level. Unlike 
retail trade, producers of services consider strong competition 
to be the main problem for growth in the sector, not insufﬁcient 
demand.7 Source: NSI monthly business surveys –  NSI, publicly accessible data; AEAF based on more detailed data than publicly accessible data from NSI business surveys. 
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The Estat index of business climate8, April 2005
In April, the value of the Estat Index of Business Climate in 
Bulgaria rose to 3.55 over its January value of 1.74. This is a 
promising step toward a new record-high survey result in July. 
Considering the seasonal ﬂuctuations - lower values in winter 
and higher ﬁgures in spring and summer, we have reason to 
believe that the upward trend is still at work. As can be seen 
from Figure 13, each new local maximum or minimum has 
higher value than the one preceding it.
Figure 13.  Business Climate Dynamics 
Optimistic expectations are also based on the certain amount 
of uncertainty introduced in the business environment by the 
general elections in late June. It is still not known how the 
election results will inﬂuence entrepreneurs’ evaluations, but 
nevertheless a positive mid-term trend is in place (since the 
beginning of 2003) which has not exhausted its capacity to 
progress further. This survey demonstrates how pre-election 
uncertainties give rise to some vacillation in managers’ circles, 
seen in the form of higher negative assessment for the business 
environment and guardedly optimistic expectations. Feedback 
on the state of enterprises is also positive. The review of index 
values broken down by components provides a detailed and 
accurate picture of businesses’ condition.
Company Component
This component rose to 11.95 in April 2005, thus registering 
its highest ever value since the survey was ﬁrst conducted. 
Growth potential for the business sector is seen from the 
following observations:
• The share of companies in “good” and “satisfactory” 
condition is 87 per cent – the highest value for the entire 
history of the survey (Figure 14.)
• Managers reporting improvement in the condition of 
businesses in the period January-March 2005 are 27 per 
cent of respondents, over 23 per cent for the same period 
of 2004.
• A deteriorated condition of their companies is reported by 
21 per cent of managers, over 23 per cent for the same 
period of 2004.
• 32 per cent of companies are in a good condition, while in 
April 2004 the same self-assessment was only provided 
by 28 per cent of managers.
• 13 per cent of enterprises are in a poor condition, as 
compared to 16.5 per cent one year ago.
Figure 14. Dynamics in the condition of companies
Self-assessment of the competitiveness of enterprises conﬁrms 
their stable progress. According to 29 per cent of managers, 
their companies enjoy 4 or more competitive advantages, this 
being the highest value for the indicator over the entire period 
the survey was conducted (Figure 15). On the other hand, the 
highest value is also registered for companies without a single 
advantage – 36 per cent. 
Figure 15. Share of companies having four or more 
advantages (April 2003 – April 2005)
Expectations for the period April – June 2005, as we already 
assumed earlier, are more cautious as compared to the same 
period of 2004; the major reason behind this being the pre-
election situation in the country and the sense of insecurity 
associated with it. We are also seeing a smaller share of 
managers responding they expect their companies’ business 
to improve (44 per cent) as compared to 2004 (47.5 per cent). 
BUSINESS CLIMATE
8 The survey was conducted in the period 25 April - 10  May 2005 among 400 companies and is 
representative at the “going concern” level.  The sample criteria applied are the  region, number 
of employees  and type of ownership.  The methodology behind the index and the mathematical 
model were developed by the Estat Agency for Social and Marketing Surveys.
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The situation with expectations for deterioration is much the 
same – 8 per cent this year over 6 per cent for the preceding 
year (Figure 16).
Figure 16. Expectations for change in the business 
condition over the next quarter?
The ﬁndings quoted so far do justify an assessment of the 
business environment as being good and stable. We are 
expecting lower rates of pessimism in respect of entrepreneurs’ 
expectations immediately after the opening session of the new 
Parliament.
Investment attitudes
 
In April, the value for this Estat index component rose slightly, 
reaching 23.52. Its current value is signiﬁcantly lower when 
compared to the respective period of the preceding year – 34. 
The seasonal decline in the investment activities of companies 
– characteristic for the autumn/winter season – continues also 
during the early months of 2005. Businesses are most probably 
biding their time as they wait for political processes to unfold. 
While being in this position, and also in the context of Bulgaria’s 
forthcoming accession to the European Union, managers are 
increasingly relying on tying up their company development 
strategies with long-term partners. The value for this indicator in 
April 2005 is 57 per cent, almost replicating its historical record-
breaking value. The process of increasing enterprises’ resource 
availability is continuing – we are registered improvements 
as regards human resource, new technology, information 
resources and computer equipment, software and the Internet. 
Two of every three enterprises have access to the Internet, and 
82 per cent use computer technology in their current activity. 
The share of companies (58 per cent) experiencing shortage of 
ﬁnancial resources (Figure 17), continues to go down. This is the 
lowest value for this indicator for the entire history of the survey. 
The key explanation to this is the banks’ increased activity 
towards the rapid development of the lending market over the 
past years. 
Figure 17.  Share of companies agreeing to the 
statement 
„I experience a shortage of ﬁnancial resources needed 
for current operations”
At the same time, we are witnessing the opposite trend of decline 
in conﬁdence in the banking system which was ﬁrst registered 
in the summer of 2004. The current survey shows that 55 per 
cent of managers believe the banking system to be „stable and 
reliable”. To compare – this share used to be 62 per cent in July 
of 2004. In our opinion (Estat) the reasons behind this lie with 
the still high interest rates on loans, the cumbersome and slow 
procedure of getting a loan and the pressure coming from BNB 
to cut down on lending.
Assessment of the business environment
At the end of the NMSII government’s term of ofﬁce, the 
business community continues to be critical of its legislative 
initiatives. The small share of managers (16 per cent) in whose 
opinion the government promotes business development is 
not changed. The business community’s level of conﬁdence in 
the fairness and transparency of public procurement remains 
critically low.
In April 2005, although only slightly, the share of managers 
criticizing red tape and corruption has gone down.
51 per cent of survey respondents believe that the protection 
of property rights is inefﬁcient - this is the lowest share in the 
index’ history.
Businesses have a positive attitude to the process of bringing 
down the tax and social security burden. 65.5 per cent of 
managers believe that social security payments are a major 
barrier to business development; this is the lowest share 
since April 2003. For the ﬁrst time the level of discontent with 
patent rates falls beneath 40 per cent, reaching 38 per cent 
in April 2005. The share of those who agree that corporate 
tax is “bearable” has risen to 35 per cent. If tax rates are not 
increased after the elections, by the end of the year we could 
reasonably expect for this percentage to slowly go up. 
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In the middle of 2005, enterprise policy is undergoing positive 
developments in ﬁelds such as entrepreneurship and investment 
promotion, access to ﬁnancing, introducing EU standards and 
improvement of the business environment. The development of 
the privatization process and concessions, however, has been 
far less satisfactory. 
Entrepreneurship and SME Promotion
Promotion projects. Three enterprise promotion projects 
were launched and have been successfully implemented in the 
period April – June 2005. 
After the successful start of the National Innovation Fund (NIF) 
in March 2005, results from its activity have been promising. The 
total number of projects applying for NIF grants is 115. 44 per 
cent of the projects plan for cooperation between universities 
and enterprises. Because of the preference given to SMEs by 
the Fund, although there is no restriction on the participation 
of larger enterprises, 98 per cent of applicant companies are 
SMEs. The total amount of grants requested from the NIF budget 
runs at BGN 24 million. For the time being, however, the Fund’s 
budget is rather limited – in 2005 the Fund will only ﬁnance 
projects worth a total of 5 BGN million.9 Nevertheless EASMEP, 
which is in charge of coordinating the Fund’s activity, continues 
to take in applications. This could result in a situation where too 
many companies apply for relatively scarce funds (the so called 
over-subscription). On the other hand, however, this could be 
used as a justiﬁcation to request a considerable increase in 
the NIF budget starting from the autumn of 2005 or early next 
year. Unfortunately no such option was provided for under the 
National Innovation Strategy in which NIF was only planned 
as a ﬁrst step towards promoting the innovation activities of 
Bulgarian enterprises. The current needs of enterprises, running 
at BGN 24 million, are planned to be satisﬁed by the budget as 
late as 2008, when the Fund’s budget will reach about BGN 
30.7 m.10. The considerable interest demonstrated by Bulgarian 
enterprises in this promotion measure may also be used as 
justiﬁcation for a stepped-up increase of the Fund’s allowance 
if the government manages to channel privatization revenues 
and moneys from infrastructure concessions in the Fund’s 
direction. A speedier growth of the NIF budget is a necessary 
measure because our economy is signiﬁcantly lagging behind 
the innovations progress achieved by EU Member States.
Subsidies under two other projects were also released during 
the review period. Under the MLSP “Alternative Employment” 
project, EUR 20,000 was granted to unemployed people 
wishing to start an enterprise in the North-East or North-West 
planning regions. One of the conditions, as is the usual practice 
for projects under the PHARE Program, is that the project 
should be 25 per cent co-ﬁnanced by the unemployed person. 
The total budget for this project will be EUR 3.94 m. The other 
MLSP project intended to for the promotion of SMEs from the 
chemical industry, grants EUR 50,000 for each project aiming 
to improve the workplace conditions or ﬁnance the purchase of 
new equipment. Under this project, co-ﬁnancing is 40 per cent. 
Another important project which was however insufﬁciently 
developed, aims to promote the employment of highly 
qualiﬁed young specialists in SMEs. This project was also 
planned as one of the measures in the National Innovation 
Strategy (NIS). Unfortunately the measures planned in NIS 
to promote innovation are implemented at a slower rate than 
initially envisaged or are not implemented at all. In its analysis 
of April 2005 entitled “Can Bulgaria Reach the EU Average 
Unemployment Rate and When?”, the Economica Agency 
and the Center for Economic Development recommend that 
mechanisms should be installed to encourage high-quality 
employment in the economy. This is necessary to increase the 
productivity rate. One of the measures that satisfy this condition 
is precisely the promotion of employment of young specialists 
in SMEs. 
Policy continuity. Enterprise policy in Bulgaria has been 
undergoing positive developments over the past three years. 
This however does not mean that it is ﬂawless. Business 
promotion measures should be improved in four important 
aspects: (1) administrative, (2) tax regulation, (3) enterprise 
policy budgeting, and (4) development of public-private 
partnerships. 
The administrative environment has been improving over the 
past two years - proof of this are the higher ratings given by 
entrepreneurs in 2003 and 2004.11 Nevertheless several major 
positive changes need to be implemented in the future. These 
are: 
• faster company registration;
• a complete set of e-government services and adding 
dynamics to the competition by offering e-signatures
• facilitate bankruptcy procedures;
• providing an option for out-of-court business-to-business 
debt collection;
• adoption of the Bill on SME Investment Promotion which 
was postponed for over two years.
Permanent budget surpluses provide opportunities for continuity 
in the tax policy in two aspects with respect to enterprise 
policy:
• the introduction of zero proﬁt tax for reinvested proﬁt; this 
would have no negative effect on budget revenues in the 
medium-term;
ENTERPRISE POLICY
9 Source:  EASMEP: http://www.sme.government.bg/bg/inovation/inov_report.asp 
10 Source:  National Innovation Strategy, page 42:  
 http://www.sme.government.bg/bg/inovation/inov_info.asp  
11 OECD/Investment Compact. Bulgaria Enterprise Policy Performance Assessment 2004. The 
Report  will be available at: http://www.investmentcompact.org 
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• introduction of tax breaks for enterprises investing in 
quality standards, environmentally friendly products and 
improved workplace conditions.
The budget for promotion measures in enterprise policy has 
not so far reﬂected politicians’ intention to make a priority of the 
improved competitiveness of Bulgarian companies and their 
innovation capacity. Outside pre-accession funds, expenditures 
for incentive measures could also be ﬁnanced by sources other 
than the national budget. One of the key alternative methods 
is for part of privatization and concession revenues to be set 
aside for incentive measures and in particular measures to 
promote exports, ensure the faster increase of the NIF budget 
and lower the social-security burden. These measures would 
lead to enhanced growth in added value and labor productivity 
of Bulgarian enterprises. Bearing in mind the low productivity 
of Bulgarian companies as compared to their European 
counterparts, a measure like this would demonstrate politicians’ 
serious intentions to support the enhanced improvement of 
Bulgarian companies’ competitiveness.
One of the elements of cooperation between the state and 
the business community would be public-private partnerships. 
These are expected to experience a strong boost in the years 
to come. This form of cooperation saves on administrative 
costs and at the same time helps improve the quality of public 
services. The Internal Rules of Public-Private Partnership 
introduced by the Ministry of Economy12 should also be adopted 
by other public institutions. This will allow for most business 
critical public services to be transferred to the private sector.
Investment Promotion
Statistics. Local economic agents continue to invest more in 
the economy than foreign investors, but at lower growth rates. 
For the ﬁrst 3 months of 2005, EUR 289.1 m in foreign direct 
investments were poured into the economy, which means 20.3 
per cent less than the same period of 2004. EUR 362.6 m in 
FDI were reported for the ﬁrst quarter of 2004.13 Nevertheless 
we are not to expect an overall decrease in foreign investment 
for the entire 2005 as compared to preceding years as there 
are large investment projects expected to be launched in 
2005. At the same time the, FTA acquisition expenditures of 
the national economy for the ﬁrst quarter of 2005 amount to 
EUR 906.7 m. This means signiﬁcant growth over the same 
period of last year when statistical reports showed EUR 696.7 
m in local investment14. The above ﬁgures show that foreign 
investments are a signiﬁcant, but at the same time about 2 
times weaker, source for the increase of the capital base of 
Bulgarian economy. Nevertheless local companies increase 
their investment more slowly than their foreign counterparts. In 
2004 local investors invested 69.2 per cent more funds in gross 
capital formation than in 199815 while foreign investments for 
the same period increased in nominal terms by 349.4 per cent 
reaching EUR 2114 m in 2004. The need to promote both types 
of investors resulted in investment policy measures that do 
not discriminate against either local or foreign investors. This 
approach was adopted in 2004 following the changes to the 
Investment Promotion Act.  
Incentive measures.  Investment incentive measures were 
further developed – in April 2005, the government approved 
amendments to the Regulations on the implementation of 
the Investment Promotion Act. The most signiﬁcant change 
provides for lowering of investment thresholds for all classes of 
investment. The amendments aim to stimulate the growth of both 
domestic and foreign investment in the economy. Depending 
on the investment plans of individual companies investments 
are divided into 3 groups (classes). The state applies various 
incentive measures, with the most beneﬁcial measures being 
reserved ﬁrst class investment. The thresholds for investments 
according to which investors are ranked in three classes, are 
as follows:
Table 4.  Thresholds for investments according to 
investment classes
Class Until 19 April 2005 After 19 April 2005
I Over BGN 100 m. Over BGN 70 m.
II BGN 50–100 m. BGN 40–70 m.
III BGN 10–50 m. BGN 10–40 m.
Source:  Implementation Regulations, Investment Promotion Act16
In addition to the introduced changes, the rules for granting state 
aid for Class One investment will also be made more precise. 
The Minister of Economy is obligated to submit for discussion 
at the Council of Ministers (CoM) a proposal for incentives for 
the investment plan of the investor, after which the Council of 
Ministers authorizes the Minister to conclude an agreement 
with the economic agent in question on the state-ﬁnanced 
construction of infrastructure to the investment location. 
Large investments. There is a clear trend for foreign 
investments in Bulgaria to be mostly of the portfolio type, 
followed by investment projects in the processing industry 
and trade. This is demonstrated by the intentions of several 
investment funds to expand their activity in the SEE region and 
in the country. Here is a list of several major portfolio-type funds 
planning to invest in the country:
• “Advent" Central and Eastern Europe with initial capital of 
EUR 330 m;
12 Source:  Ministry of Economy:  http://www.mi.government.bg 
13 Source:  Ministry of Economy:  http://www.mi.government.bg/doc_pdf/FDI_05_mart.xls 
14 Source:  NSI: http://www.nsi.bg/Investments/Investments.htm 
15 Calculations were made at 1995 prices. According to 1995 prices, local investors invested BGN 
1242.4 m in 1998 while in 2004 investments reached BGN 2101.4 m. 
16 Am.,   OG, iss.    34 of 19 April 2005
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• “3TS Capital Partners" with initial capital of EUR 100 m;
• “GED" Eastern Fund" with initial capital of EUR of 51 m;
• Realty Investment Funds – with portfolios of between EUR 
10 and 50 m.17.
Some larger investments in processing industry and trade in 
2005 include:
• Sisejam (glass production) – USD 60 m;
• Piccadily (chain of stores) – EUR 20 m;
• Keros Cerámica (tiles) - EUR 12 m;
• Roca Bulgaria (ceramic tiles) – EUR 10 m. 
All of these investment projects are long-term and will not have 
their full impact on the investment process in 2005. Obviously 
investments in the region are for the time being going much 
stronger than production investments.
Public events. On 9 June, Soﬁa hosted the third South 
East Europe (SEE) International Investors of the Year 2005 
Awards Ceremony. The awards were divided into 3 categories: 
Greenﬁeld Investment, Largest Job Creation in SEE and 
Privatization and Concessions. The Greenﬁeld Investment 
Award went to Metro Cash & Carry. The Largest Job Creation 
prize went to Donianna Sh.p.K for investments in Albania, and 
the Privatization Award was given to OMV for its investment in 
Romania. The national Investor Award for greenﬁeld investment 
went to Sisejam for their project worth USD 160 m, which is 
expected to be increased and reach USD 220 m.
Policy continuity. The importance of investment in national 
economy has been growing incessantly over the past seven 
years. While in 1998 gross capital formation accounted for 
16.9 per cent percent of GDP, in 2004 it accounted for 23.5 
per cent18. Such ﬁgures challenge the next government to 
continue applying the achievements of investment policy 
since 1998. In their pre-election programs and platforms most 
parties underscore the crucial role of investment in achieving 
economic growth. In view of major role political continuity plays 
in establishing Bulgaria’s image as a low political risk country, 
it is to be expected that after the general elections incentive 
measures for investors will be preserved. It is possible to seek 
the further ﬁne-tuning of the mechanisms for granting state aid 
in the form of construction of infrastructure for large investors.
Access to ﬁnancing
Over the review period, several trends were outlined as regards 
the access to ﬁnancing; these were related to the mediation 
channels between savings and investments (the banking 
system, capital market, leasing companies, new funds and 
credit lines, improved project culture of enterprise managers):
Bank lending At the end of March, some uncharacteristic 
new aspects appeared in the development of lending through 
the banking system. Banks signiﬁcantly expanded their credit 
portfolios at the end of March because the restrictions on 
lending in the banking sector were to be based on the loans 
extended at the time “the ﬁgures are taken”. The danger of 
liquidity risks caused BNB to take restrictive measures against 
commercial banks. In their own turn, however, the banks found 
a way to circumvent the restriction by granting “ﬁctitious” loans 
which were repaid in early April. This is also seen from BNB’s 
analyses of credit aggregates19. The sharp increase of banks’ 
lending activity during the ﬁrst quarter of the year (73.2 per 
cent of the annual estimates), added to the fact that lending 
levels for Central and Eastern Europe were achieved (46.5 
per cent loans/GDP for Bulgaria), serve as sufﬁcient grounds 
to conclude that BNB measures to cut down on lending were 
pressingly needed. The lack of such measures could have 
entailed future problems for the banking system. The target 
levels of about 30 per cent increase of lending at annual base 
are, in our view, at this time healthy for the economy. Up until 
now these levels were not sufﬁcient to provide good access to 
ﬁnancing for enterprises.
Capital market. Alongside the dynamically developing banking 
sector, there is also a growing need to encourage ﬁnancial 
mediation in the capital market. The capital market is, for the 
time being, an inadequately used source of ﬁnancing for projects 
for enterprises. The adoption of the Bill on SME Investment 
Promotion would be a strong boost for the development of the 
capital market, accomplishing at least three objectives: 
• an increase in the volume of free resources to be invested 
in enterprises through the Stock Exchange, because the 
state would guarantee 50 m of the companies’ capital for 
risk investment; the legal status of these companies will 
be settled through this Act;
• improved access to ﬁnancing for enterprises as they will 
be given an option to use the Stock Exchange to ﬁnance 
their projects;
• improved ﬁnancing culture of Bulgarian managers.
Leasing companies. The fast development of leasing 
companies as an alternative source of funding for enterprises 
and lack of precise information on their activity gave rise to 
many discussions in the ﬁrst half of the year. Although still a 
weak competitor to the banking system, leasing companies 
are emerging as a source of ﬁnancing which generates 
growing liabilities to enterprises. For the purpose of a more 
adequate analysis of this dynamically developing market, two 
measures are possible: leasing companies will start reporting 
their operations both to the Financial Supervision Commission 
17 Source: press information.
18 Source:  NSI, http://www.nsi.bg/Gdp/Gdp.htm 
19 BNB.  Economic Review, May 2005 p. 32, http://www.bnb.bg/bnb/home.nsf/vPages/periodic_
economic_review_2005_2/$FILE/BReview-May2005.pdf 
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(FSC) and to BNB; and/or draft periodic reports on the activity 
of leasing companies to be submitted by FSC to BNB.
New Funds and Credit Lines. Two new funds lending to 
enterprises and municipalities and one major credit line were 
established in the ﬁrst half of the year. The German government 
provided funds for the establishment of a new guarantee fund for 
micro-lending of EUR 15.8 m, which will operate in partnership 
with Business Centre – Rousse. The new fund will guarantee 
loans of BGN 200, 000 or less. 
The other fund will be established by the Foundation for Local 
Government Reform. The modest budget is BGN 250,000 
provided by USAID will be distributed for projects of municipalities 
wishing to improve their infrastructure, administrative service or 
to enhance the development of local business.
A substantial credit line was provided by Raiffeisenbank – 
Bulgaria, to EBRD, because EBRD intends to ﬁnance Bulgarian 
projects directly. The size of the loan granted by EBRD is BGN 
40 m which EBRD will use to ﬁnances projects in Bulgaria’s 
national currency. 
Project Culture. Financing opportunities under European 
projects and programs are expanding as we move closer the 
date of the country’s EU accession. This however requires 
higher quality of information on the opportunities these projects 
provide to Bulgarian enterprises. The absorption of more funds 
also means improved skills for project preparation of Bulgarian 
managers and upgrading their project culture as a whole. At 
the same time, expanded opportunities for ﬁnancing from the 
EU budget will ensure the improved progress in the sector of 
consultant services on European projects. 
Efﬁciently Functioning Markets
Three major issues could be added to the more general theme of 
promoting competition in Bulgaria. These are:   (1) concessions 
of infrastructure, (2) the development in the sectors of transport 
and communications, and (3) the ﬁnes levied by CPC. 
Concessions. The act of suspending of concession contracts 
for Trakia Motorway and the Varna and Bourgas airports 
demonstrated yet again that there are still practices in 
economic policy that must be done away with. Two examples 
of this are the concession without a bidding procedure of Trakia 
Motorway, which was about to be repeated also for Hemus 
Motorway, and the failure to adhere to all legally required 
procedures in awarding concessions of the airports. In addition, 
the suspended contracts provide another argument in favor of 
legislative changes towards repealing some dubious texts in 
the Concessions Act (the Center for Economic Development 
commented on the proposed changes in several earlier 
reports).
Transport and Communications. Some negative trends 
appeared in the sector of mobile communications. The number 
portability between operators was postponed for 2009 – the 
ﬁnal deadline year for postponing this measure enhancing 
the real competition between operators. In addition, the third 
GSM operator could not start its activity, which left the prices of 
mobile services almost unchanged.
Enhanced competition is observed in the transport sector as one 
more company was granted license to transport goods using the 
national railway network. Bulgarian Railway Company was the 
second after Bulmarket DM to provide such services competing 
with BDZ. It is early days however to talk of actual competition 
in railway transport because both competing companies will 
only service one line. 
Fines. CPC levied a serious penalty payment in the amount of 
BGN 250,000 for abuse of dominant position to the Simid-100 
company, operating in the bread industry. Other smaller ﬁnes 
were levied for unfair competition20.
Preparation for the Single European Market
Standards. There have been continuing efforts by the 
government and branch associations to introduce EU standards 
in production and adapt enterprises to the requirements of the 
European market. Following the meat-processing enterprises 
of the SME sector in Bulgaria, milk-processing companies also 
received support in the form of co-ﬁnancing from the budget of 
the Ministry of Economy (ME) to introduce the Hazard Analysis 
of Critical Control Points system (HACCP). As of now, as 
few as 28 of all 295 milk-processing enterprises comply with 
EU sanitary requirements. The remaining will have to adopt 
the system by end-2006; otherwise they will be closed. It is 
clear that not all have the capacity to introduce the system and 
work in compliance with the sanitary requirements. That is why 
the Ministry of Economy imposed a restricting condition: only 
companies having the capacity to process more than 5 tons 
of milk per week can apply for co-ﬁnancing in an amount not 
exceeding BGN 10 thousand.
Covering the EU criteria on quality self-control in enterprises 
processing animal products involves the establishment of 
specialized control units and necessitates changes in the 
structure of the National Veterinary-Medical Service 
(NVMS). Apart from veterinary control and border veterinary 
control, the units will exercise research and laboratory testing 
activities as well as the training of experts. The readiness of 
the National Veterinary-Medical Service to equip a laboratory 
to test ﬁsh and ﬁsh products for residual harmful substances 
allowed the European Commission to grant this laboratory’s 
accreditation to issue authorizations for the export of ﬁsh 
products to the EU after 1 July 2005. The grace period in which 
20 See the webpage of the Commission for Protection of Competition: http://www.cpc.bg 
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the National Veterinary-Medical Service had the right to grant 
approval to companies for export of ﬁsh products expires on 30 
June. Without this laboratory, the Service would not have been 
able to continue its responsibilities to issue export permits.
Policy Continuity. Taking into account the fact that almost 
all political forces are well aware of the seriousness of 
requirements of the European market and the need to ensure 
the fast and adequate implementation by Bulgarian producers, 
we have reason to hope that the new government will continue 
to work towards keeping its EU commitments. Apart from the 
fast harmonization of domestic rules to EU standards, most 
political forces are in favor of publicly presenting the negotiation 
positions and EU commitments as useful and necessary for 
Bulgarian economy and not as conditions forced on us from 
abroad.
Trade policy
New Ordinance. The Ordinance on the terms and procedure 
for issuing licenses for the import of agricultural products 
adopted by the government requires the licensing of companies 
importing grain, rice, sugar, milk and milk products, meat and 
meat products. The Ordinance was drafted in compliance with 
the Agricultural Producers Support Act and the requirements 
of the acquis. Only after they are supplied with licenses can 
companies have access to import quotas for these agricultural 
products. The licenses will be in force since 1 July 2005 and 
will only be granted to merchants. One exception will be sugar 
imports where only processing plants will be eligible to apply 
for import licenses. The new Ordinance is another attempt to 
rationalize the allocation of import quotas. The total volumes will 
be divided into periods within which applications will be taken 
in. It is believed that this method of allocation of import quotas 
will be fairer. Another planned aspect is to provide guarantees 
for the proper execution of quotas and an option according to 
which the Ministry of Agriculture and Forestry can re-distribute 
these to other quarters in case they remain unused. Although 
the Ordinance is in line with the general EU rules on the 
implementation of the import licenses and certiﬁcates system, 
companies are concerned that this will increase the red-tape in 
the administration of import procedures. 
Duty-free imports. By Council of Ministers’ Decree of 1 July, 
autonomous measures were  introduced for the suspension 
of duty tax on certain goods (bacon, dehydrated cow’s butter, 
juice concentrates, tobacco foil, raw materials for copper 
concentrate, components for bicycles and fuel elements and 
parts for nuclear reactors) in order to stimulate the activity of 
producing enterprises in the country. The decision to eliminate 
duty tax was taken in coordination with the implementation of 
the customs regime. The requests submitted by enterprises 
are reviewed by the Integrated Tariff Committee Tariff which is 
expected to issue an opinion on them.
Export Insurance. The activity of the Bulgarian Export 
Insurance Agency (BEIA) was stepped up; in 2004 it insured 
export deals with total volume over ﬁve times larger than the 
previous year. The Re-Insurance Contract signed with the 
Ukranian company Lemma aims to provide stronger support 
to Bulgarian exporters on the Ukranian market and a higher 
degree of security on the receipt of payments due. Sharing 
part of the risks of non-payment will allow BEIA to increase the 
number of insurance policies issued on export payments for 
Ukraine. Expectations are that this will help Bulgarian exporters 
deepen their trade contacts with their Ukranian counterparts 
and improve their competitiveness in this market. The end 
result would be the increase of Bulgarian export.
Policy Continuity. In spite of the fact that all political forces are 
inclined to promise their support to Bulgarian export, they have 
no clear vision on the speciﬁc legislative and administrative 
measures they are prepared to adopt to that end. Oftentimes 
state policy is confused with company strategy, thus resulting 
in measures that are incompatible with EU policy. All parties 
envisage shorter VAT reimbursement periods and support to 
companies in the certiﬁcation process and penetration in the 
European market through aggressive advertising. There are no 
signiﬁcant aspects that draw the line between one party and the 
other in respect of the support to Bulgarian export efforts.
Privatization
The government concluded its four-year term of ofﬁce without 
achieving a noticeable success in the ﬁeld of restructuring 
and privatization. Intentions included in pre-election programs 
envisaged:
• fast and transparent privatizations of the remaining state-
owned assets by the end of 2002;
• introducing measures for deregulation and elimination of 
existing monopolies;
• sale of all residual shares in partially privatized enterprises 
through the Stock Exchange and mass privatization by 
end-2001;
• development of a national strategy for the development of 
the capital market. 
The implementation of NMSII’s economic program in its part 
concerning privatization and restructuring was accompanied by 
political misconceptions during the entire 2001–2005 period. 
It all started with the draft Privatization and Post-Privatization 
Control Act. All parliamentary political forces of the opposition, 
the trade unions and the President objected to certain 
provisions in this proposed piece of legislation. The ensuing 
presidential veto did not change the government’s will but did 
slow down the process of restructuring and privatization. The 
World Bank requested in a Development Policy Letter that the 
government undertake the obligation by end-2003 to sell 5 large 
companies and 20 smaller HPPs. Failure to comply resulted in 
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the postponed second disbursement on the PAL  2 loan from 
September 2003 to 2004. 
As a result of the lack of political will, over the entire period from 
2001 until the end of 2003, individual privatization deals were 
concluded for the sale of small enterprises. The Privatization 
Agency concluded 73 transactions for the sale of majority 
packages of state enterprises in 2002 and 89 deals in 2003.
If we were to compare the speed of the privatization process 
during the terms of ofﬁce of the last two governments, it must 
be noted that out of a total 58.71 per cent of privatized state 
assets for the 1993–2005 period, United Democratic Forces 
government privatized 45 per cent, while the current government 
only privatized the very modest 6 per cent.
The privatization sales of the Bulgarian telecommunication 
company (BTC), the repeated unsuccessful attempts to 
privatize Bulgartabac Holding AD, of the real estate company 
ADIS, all went along with much difﬁculty and accompanied by a 
number of legal complications. 
On 7 July, 2005 a three-member jury of the Supreme 
Administrative Court (SAC) stopped the preliminary execution 
of the Agreement for the privatization of 70 per cent of Bulgarian 
River Shipping – Rousse on the grounds of a petition ﬁled by 
the bidder ranked second in the procedure, Himimport AD. The 
petition was ﬁled to challenge Decision № 551 of Council of 
Ministers on 15 June 2005 declaring Kaolin AD the majority 
owner of BRS – Rousse.
The competition for the sale of three companies of the energy 
sector – TPP Varna, Toploﬁkacia – Rousse” and TPP Bobovdol 
also lead to dubious comments. Four foreign companies ﬁled 
bidding offers for the three TPPs. The Russian company RAO 
was ranked ﬁrst as the buyer of TPP Varna and Toploﬁkacia 
– Rousse. The price it proposed was EUR 389.727 m for TPP 
“Varna” with its capacity of 1,260 megawatts and EUR 119.997 
m for Toploﬁkacia – Rousse with capacity of 400 megawatts. 
On 20 June 2005, the Privatisation Agency extended by 30 
calendar days the deadline for the signing of contracts for the 
sale of the two heat power stations. 
The decision on the termination of the publicly announced 
competition for the privatization of up to 100 per cent of the 
capital stock of TPP Bobovdol was made public on 29 June 2005, 
almost two months after its adoption by the Privatization Agency. 
The motives behind this decision were the “unsatisfactory 
offers bearing in mind the purposes of the competition”.  On 
27 April 2005, binding offers were submitted by Public Power 
Corporation A.Е., Greece, and Enel S.p.A, Italy. The opening of 
the new competition procedure will depend on the intentions of 
the future government.
The dwindling resources of state-owned companies pose 
ﬁve questions requiring urgent answers before the next 
government:
• will it carry out the necessary reform in the ﬁeld of 
healthcare and education;
• will it have the political will to restructure and privatize the 
companies in these sectors;
• will the monopolists in the Bulgarian market be restructured 
and privatized;
• will the "restricted list" be opened, containing over 100 
companies with the state as controlling shareholder; 
• will the privatization of the 15 large Bulgarian ﬁrms of the 
defense industry and transport be completed (Parliament-
approved privatization strategies are required for this).
Bulgarian privatization started in 1992 and now, 13 years later, 
40 per cent of the economy is still state-owned and is expecting 
the decisions of the next National Assembly. 
Concessions
A priority in the NMSII economic program in 2001 was the 
development of infrastructure as a major pre-condition for 
achieving sustainable economic growth and foreign direct 
investment. One of the major income sources to ﬁnance the 
maintenance and development of infrastructure was supposed 
to be the inﬂow of private investment and concessions. 
The process of awarding concessions of companies in 
the transport sector – airports, ports, motorways, as well as 
in the other sectors of economy – metal and non-metal ores 
and minerals, coal, mineral waters, coastal beaches, has been 
delayed. This led to the absence of investments needed for the 
modernization of sea and river ports which are now operating 
ineffectively and are losing on competitiveness. 
Ports. The Development Strategy for the port sector envisages 
the division and awarding concessions on parts of major 
seaside and riverside ports. Port Varna will be awarded under 
concession in three parts – terminal for bulk hazardous cargo 
(newly-built), a multi-purpose terminal and a container terminal. 
To this we must also add the concession of Lesport which is 
now under way. 
By Decision № 448 of 15 May 2005, the Council of Ministers 
declared the company BM Port AD as the winner of the 
competition for concession of Port Terminal Lesport, part of 
the port for public transport of national importance Varna. The 
concession period is 30 years. The concessionaire will pay 
to the state a one-time concession fee in the amount of BGN 
350,000. According to the proposal, a ﬁxed portion of the annual 
concession fee of EUR 600,000 will be added to the above 
amount. The variable portion of the concession fee envisages 
the payment of additional amounts to the national budget.
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In May 2005 the Council of Ministers adopted a decision on 
granting a concession on the container terminal of Port Varna-
west for a period of 15 years, requiring an investment of BGN 
11 m by the concessionaire in the course of the initial two years. 
The future concessionaires of the port terminals in the towns of 
Balchik and Oryahovo will be granted the right to use the ports 
for a period of 25 years and will take the obligation to invest no 
less than BGN 700,000 for the Balchik port and BGN 290,000 
for the port in Oryahovo. The concessionaire of Port Svishtov 
will be requested to make investments in the amount of BGN 
910,000 in order to be granted use of the port for 31 years. 
Port Bourgas will also be divided into three terminals - east, 
west and passenger. The concessions procedure will start after 
the completion of the project for modernization and expansion 
of the port. The ports of Tutrakan, Silistra, Svishtov and Somovit 
will be separated from port Rousse . Port Rousse will have four 
ports - east, west, Ro-Ro terminal and passenger port. The 
Bulgarian company Oktopod-S was declared the winner of the 
bid for a 30-year concession for the port terminal in Somovit. 
The concessionaire will make investments for the initial two 
years of the concession period in the amount of BGN 5 m and 
no less than BGN 7 m for the ﬁrst 10 years.
The government decided to grant concession Ferryboat 
terminal Silistra, a territorially separate area of the “Port for 
public transport of national importance Rousse” for a period of 
35 years and minimum investment of BGN 3 m for the ﬁrst two 
years of concession. This sum will be used for the construction 
of a hydro-technical facility and other buildings and facilities 
needed for normal port operation.
As for Port Vidin, the plans provide for the division and awarding 
of concession of three terminals – north, south and centre. The 
ferryboat complex will also be separated and awarded under 
concession. The ports in the towns of Lom and Oryahovo will 
be awarded to a single concessionaire.
Members of Parliament from “Coalition for Bulgaria” 
approached the Constitutional Court on the matter of the 
alleged illegal transfer of functions from the Executive Agency 
“Port Administration” to the newly established state company 
“Ports” through amendments to the Ports Act. By Decision № 
5 of 10 May 2005 on Case №10/2004, the Constitutional Court 
revoked the text in the Ports Act and declared as unconstitutional 
the transfer to the newly-established commercial company of 
authority that will allow it to simultaneously hold possession on 
Bulgarian ports, the collection of state fees and the provision 
of commercial services. The Constitutional Court decision 
gave rise to disputes on the legal grounds for the restoration 
of the former state structure at a time when procedures for 
concessions of the ports are under way. 
Airports. The selection of the winning bidder in the concession 
competition for Varna and Bourgas Airports was challenged 
before the Supreme Administrative Court by the international 
consortia ranked second and third, respectively, in the 
competition procedure. The court’s decision and the expected 
conclusion of the deal are now delayed. Pending the decision 
of the court, a ﬁve-member jury of the Supreme Administrative 
Court decreed to suspend the execution of Decision № 246 of 7 
April 2005 of the Council of Ministers on announcing the winning 
bidder of the competition for concession of airports Varna and 
Bourgas and the conclusion of the Concession Contract.
Ores and mineral deposits.  According to ﬁgures supplied 
by the Commission on Control of Deposits Awarded under 
Concession, revenues for 2004 from concessions on the 
extraction of construction and tiling materials in the amount of 
BGN 1,945,860. 94 concession contracts were concluded 
during the 1997–2004 period.
On 23 June 2004 the government adopted a decision to award 
concession of three deposits of non-ferrous mineral deposits 
– dolomite, ﬂuorite and limestone. The total value of investment 
in deposits until 2007 is in the amount of BGN 5,583,000. Also 
awarded under concession for a period of 35 years were three 
sand and gravel deposits on the territory of Yambol Municipality, 
Kameno Municipality and the Indjeisko Blato, Bourgas Region.
At its session of 30 June 2005, The Council of Ministers 
awarded concession of three deposits of construction materials. 
The latite deposit on the territory of Tundja Municipality, Yambol 
Region, was awarded for a period of 10 years. The dolomites 
deposit located in the Studena Municipality, Pernik Region, was 
awarded for a period of 35 years. The period of the concession 
for the gneiss deposit in Satovcha  Municipality, Blagoevgrad 
Region, is the same. At the same session, the preliminary 
decision was taken to award concession of the largest lignite 
coal deposit “Iztochno-Marishki Vaglishten Basein” (East-
Maritsa Coal Basin) located in the lands of the municipalities of 
Radnevo and Galabovo, Stara Zagora Region.
Coastal Beaches. The annual report of the Commission on 
Control of Beach Strips Awarded under Concession registered 
increasing concession revenues for 2004 by over 26 per cent 
as compared to the preceding year. The amount of concession 
fees reached BGN 5,771,155. An inspection carried out by the 
Commission on Mineral Water Concession Contracts showed 
that in 2004, BGN 1,800,000 in concession fees were collected 
from 29 companies. 
Water and Sewerage According to ﬁgures supplied by the 
Ministry of Regional Development, 13 companies will be awarded 
under concession when their modernization is ﬁnalized. These 
companies are listed in the Financial Memorandum Bulgaria 
signed under the ISPA Program for 2006 and 2007. Half of 
them will receive co-ﬁnancing without state guarantee from 
the European Bank for Reconstruction and Development and 
the other half - from the European Investment Bank, with state 
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guarantee. The pilot project will be launched with a company in 
the city of Bourgas.
Transport. On 29 March, the government signed a Concession 
Contract for Trakia Motorway for a period of 35 years with a 
Bulgarian-Portuguese consortium. The Bulgarian branch of 
Transparency International ﬁled a suit against the state under 
the Access to Information Act because of the contract was 
treated as classiﬁed information. Following the publication of the 
NGO’s report, the Commission on the Protection of Competition 
acted upon its own motion and its decision is expected in July 
of 2005, regarding the presence of concentration of activity and 
monopoly position on the part of concessionaires.
On 8 June, 2004 the Deputy Chief Prosecutor deposited 
an objection challenging the deal before the Supreme 
Administrative Court. The objection was motivated by the 
selection of concessionaire without a bidding or competition 
procedure. The court instituted lawsuit on the grounds of this 
objection; the hearing is planned for 11 October 2005. 
Political Parties on Privatization and Concessions. In 
early 2005, the most political forces represented in Bulgarian 
Parliament ﬁnalized their economic programs, including their 
stand on the development of privatization and concessions 
processes concerning the monopolies and the infrastructure.
There are two major groups of political forces’ economic 
platforms according to the treatment they propose to 
structural reforms. Right-wing and centrist platforms propose 
the withdrawal of the state to various degrees through the 
privatization or concession of infrastructure sites such as ports, 
airports, NPP, “District Heating (Toploﬁkatsia) - Soﬁa” and BDZ. 
On the other hand, left-wing platforms are in favor of structural 
reforms but by preserving state ownership of the property. Their 
pre-election program is in favor of protecting state ownership. 
It however allows for “private ownership and privatization in 
areas where this would prove more effective”.  This and other 
BSP policy papers include critical remarks towards the previous 
United Democratic Forces government and the current NMSII 
government in the area of privatization. According to the BSP’s 
papers, “privatization and private ownership are not a panacea 
to Bulgaria’s economic problems”.
Improvement of the business environment
Central register of legal entities. Cutting down on regulation 
and the simpliﬁcation of the business environment continue to 
be the government’s priority. In April it adopted the Strategy 
for the establishment of a Central Register of Legal Entities 
envisaging that by 2006 this register will be in place. The 
Strategy will be implemented in two stages – the ﬁst one involves 
the establishment of the Central Register of Legal Entities, the 
Uniﬁed Commercial Registers, and the Registered Pledges 
Central Registry under the Ministry of Justice by December, 
2005. The Uniﬁed National Cadastre and Real Estate Register 
are planned to be in place by March 2007. 
The strategy outlines the priorities and the stages of introducing a 
modern centralized electronic register system. There are several 
beneﬁts of such a system: transforming registration procedures 
from court procedures into administrative procedures; signiﬁcant 
uniﬁcation, standardization and centralization of the registers 
kept; enhanced and cheaper registration procedures; putting in 
place electronic, publicly accessible databases. 
The effect of the registry reform is associated with the 
improvement of the quality of administrative services through 
wider use of e-government services and the introduction of the 
“one stop shop” concept. The establishment of the Electronic 
Registry Centre and its inclusion in the European system of 
commercial registries will allow Bulgaria to achieve compliance 
with the EU requirements on the mandatory introduction of 
electronic registries no later than 1 January 2007.
Public Administration Reform. In early June the government 
adopted its ﬁfth annual Report on the State of Public 
Administration in 200421. It was prepared by the heads of 
administrative units following the principles of transparency, 
openness and accountability and in compliance with the 
Administration Act. The report states that the administration 
plays an important role in the implementation of government 
policies aiming to service public interest. This role is put to 
practice through several mechanisms: change in the human 
resource management and the remuneration of employees; 
improvement in their attitude to citizens and businesses; 
introducing new technologies in the administration’s activity; 
building capacity for administrative performance analysis. 
According to the report, public administration presently looks 
like this: the total number of administrative units is 520, of which 
193 belong to the central administration, 28 - to the regional 
administration, and 264 - to the municipal administrative units. 
The total number of employees in public administration is 
85,340 people. 
The overall assessment of the state of public administration is 
based on these ﬁgures. Positive changes are related to: 
• the introduced open competitive procedure for entry into 
the administration and individual performance evaluation;
• the use of modern technologies – this year for the ﬁrst time 
reports on the state of the administration were published 
through an Internet-based system;
• the introduction of European good governance principles 
– efforts are focused on the improvement of public 
conﬁdence in the administration and achieving compliance 
with  EU membership criteria;
21 http://sadocs.government.bg/sa/Documents/Доклади/AnnRep04.pdf 
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• the improved process of strategic planning and 
management, and budget planning;
• the ongoing improvement of employees’ professional 
qualiﬁcation (nearly 30,000 employees took part in training 
and re-qualiﬁcation courses);
• the progress in the ﬁeld of access to public information;
• the progress in information and communication 
technologies – a National Public Administration Network 
is established; 
• the wider use of the e-signature and e- documents. 
The report further states that it is necessary to step up efforts 
on the improvement of administrative services, the ﬁght against 
corruption and the implementation of modern practices in 
human resource management. 
Public Procurement. Upgrading the system of public 
procurement is still on the agenda as a serious challenge during 
the period of Bulgaria’s EU accession. It is necessary to improve 
the professionalism of both the contracting authorities and the 
contractors in public procurement. E-procurement should be 
introduced at enhanced rates and public-private partnerships 
should be promoted.
In early June the government adopted the Report22 of PIFCA for 
2004. Violations established in budget and ﬁnancial discipline 
as per PPA (what is meant is the older Act) and the Ordinance 
on public procurement below the thresholds (also not valid) 
are numerous and frequent. Such violations are estimated to 
total BGN 329.3 m. 5 624 procedures were inspected, and 
in 1 479 of these, worth a total BGN 249.5 m, 2 154 offences 
were registered. At the same time, 484 public procurement 
procedures worth BGN 79.8 m did not take place in spite of the 
fact that there were legal grounds to do so. Violations of other 
pieces of implementing legislation amount to BGN 241.8 m. 
PIFCA issued 2 210 acts for administrative offences of which 1 
384 were for violations of the PPA and of the PPA Ordinance. 
At the same time experts also found irregularities in the 
implementation of the new PPA. In a survey 23 held among 
250 companies, BIA, 85 per cent of entrepreneurs replied 
that irregular and corrupt practices exist in public procurement 
procedures. The study also revealed that 20 per cent of corruption 
arrangements are done even at the stage of preparation for 
public procurement i.e. bidding requirements are adjusted so 
that a particular company can win; 50 per cent – at the time of 
evaluation, i.e. during the selection of the contractor, and 30 per 
cent – at the stage of implementation and control. According to 
BIA experts, it is common practice at the time of implementation 
of public procurement for the contractor company and the 
controlling body to reach an agreement on which provisions of 
the Contract are not to be executed. 
The serious offences proved again the need for improvements 
and strict adherence to the adopted legislation. It is not surprising 
that the major political forces before the elections united around 
the about principles to expand public control, transparency and 
openness of public procurement procedures. Political parties 
insist on equal access for all economic operators to the bidding 
procedures and competitions to ensure real competition. BSP 
declared it was in favor of the equal treatment of Bulgarian and 
foreign entrepreneurs. The Bulgarian National Union insists 
that all public procurement should be accessible for Bulgarian 
businesses. All parties press on for the wider availability of e-
services in public procurement (BSP, UDF, DSB). Emphasis is 
placed on regular control on the execution of public procurement 
deals (UDF).
Amendments to the PPA are now in the pipeline; the law came 
into force on 1 October 2004. An inter-ministerial taskforce was 
established to negotiate the harmonization of PPA with EU 
Directives 17 and 18 of 2004. Deputies and experts agree on 
the conclusion that control and transparency in PPA procedures 
are weaker as compared to those applied in biddings organized 
by international institutions. The law must settle the issue of 
the unlimited deadline to review petitions against contracting 
authorities by the court, i.e. it is necessary to work out effective 
Bulgarian models for the very procedure of appeal and they 
must comply with good international practices. It is possible 
that other changes may also be proposed in the law aiming 
to improve it further. This is of special importance, because, 
starting in 2007, the EU Structural and Cohesion funds will be 
distributed only through public procurement procedures. 
Agreement on co-operation and interaction between the 
National Audit Ofﬁce, the Public Procurement Agency and 
PIFCA in the area of control over public procurement24. The 
three institutions signed this agreement on 19 April 2005. It was 
concluded in execution of objective 5.1.2 of the Operational Plan 
of the Implementation Program under the National Strategy 
against Corruption. The goal is to help the efﬁcient spending 
of public funds, ensure quality control on public procurement 
procedures and achieve coordination in the activities of all 
control bodies in this area.
Preferences for small and medium-sized enterprises in 
public procurement. In April, the main topic during a session 
of the Council on Economic Growth was paragraph 5 of the 
Transitional and Concluding Provisions of PPA, which speciﬁes 
the preferences 25 for small and medium-sized enterprises 
when they take part in public procurement tenders. The Council 
discussed the essence of these preferences and authorized 
the Public Procurement Agency to provide methodological 
22 http://www.advfk.minﬁn.bg/upload/pr_ot4et2004.pdf 
  
23 www.bia-bg.com 
24 http://www.aop.bg/page_id=343
25 In the review of offers submitted by a sall or medium-sized enterprise, the price proposed by it 
is assumed to be the lowest price if it exceeds lowest price proposed by another applicant by 
no more than 10 per cent for public procurement awarded in 2005, and ﬁve per cent for public 
procurement awarded in 2006 (See. § 5 of TCP of PPA, OG, iss.. 28 of 6 April, 2004).
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assistance for their practical implementation. Pursuant to 
the PPA, these preferences are not to be applied in cases, 
when the procedure also involves a company from a country 
with which Bulgaria has a multilateral or bilateral Agreement 
ensuring comparable and efﬁcient access of Bulgarian persons 
to participation in public procurement in these countries. The 
countries with which Bulgaria has entered into such relationships 
are members of the EU, CEFTA or EFTA.
In early April, the ﬁrst ever Public Procurement Manual 
was published; it was prepared by PPA experts. It will be of 
assistance to the preparation of all participants in public 
procurement procedures.  
A major step in the modernization of the public procurement 
system was the launching of the Ofﬁcial Gazette webpage, as 
well as the new Public Procurement Register (PPR). Effective 
from 1 May 2005, amendments to the Ofﬁcial Gazette Act are 
now in force26, according to which public procurement notices 
under PPA are to be published on the Ofﬁcial Gazette webpage.27 
On the same date, amendments to the Public Procurement Act 
also came into force; according to them public procurement 
notice will be sent by the contracting authority in electronic form 
and will be published on the Ofﬁcial Gazette webpage within 
5 days of their sending. These amendments will help avoid 
situations where the public procurement notice is published on 
the paper version of the Ofﬁcial Gazette only a few days before 
the ﬁnal deadline for ﬁling the offers, which makes it difﬁcult for 
applicants to prepare. Substantial ﬁnancial effect is expected 
from a planned innovation - on the one hand, the printing costs 
for the Ofﬁcial Gazette will go down by about BGN 400–500 
thousand and on the other hand – the publishing of the notices 
will be free of charge for the contracting authority.
At http://dv.parliament.bg  users can not just access the public 
procurement notices but also the content of the ofﬁcial section 
of “Ofﬁcial Gazette”. The site contains the following links: 
“Content”, “Notices”, “News” and “Contact”. The functions of 
sorting and search by predeﬁned keywords are also provided. 
For instance notices can be sorted by type – construction, 
supplies, and services or by sort - public procurement notice, 
preliminary notice, notice for small public procurement, design 
contest etc. Search can be done by type of notice, contracting 
authority, subject of public procurement etc. Also beneﬁcial 
is the opportunity for free subscription and e-mail notiﬁcation 
when a certain type of public procurement notice is published. 
New Public Procurement Register. At the end of May, the 
PPA presented the new Public Procurement Register (PPR) 
developed in cooperation with the USAID Open Government 
Initiative Project. The Register is public and access to 
its information is freely available. It represents a modern 
electronic database in which public procurement information 
is published and stored, thus providing public openness and 
transparency for the process of procurement award. It supports 
structured information on the decisions and notices for all 
public procurement, as well as information on contracts already 
concluded. Its structure was aligned with the e-government 
Strategy of the Republic of Bulgaria to provide electronically 
high-quality administrative services to citizens.
Any user registered at the PPA site – www.aop.bg, can perform 
advanced search by different criteria: according to data on 
the purpose of procurement, the contracting authority, the 
contractor and by information about the document. The user 
can also perform template search and subscribe for automatic 
notiﬁcation at the publication of a document which matches 
a given template. The new register allows for the electronic 
entry of public procurement. Agency experts are also working 
on the option to enable follow-up public procurement steps 
to be performed electronically (invoicing, the submission 
of documentation etc.) Serious efforts and much time are 
needed to prepare the online application process for public 
procurement. The PPA goal is to transform the register into a 
portal containing all data on public procurement in Bulgaria. 
Therefore, further improvements are to be applied as regards 
the functionality, options and services provided by the register. 
The PPR will be connected to public procurement database of 
the European Union, as well as to the new electronic format of 
the Ofﬁcial Gazette. 
PPA Court of Arbitration. The Court of Arbitration at the Public 
Procurement Agency, although with some delay, now has its 
Chairman whose term of ofﬁce will be 5 years. The Court of 
Arbitration is an alternative out-of-court means for resolution of 
disputes in public procurement As early as September 2004, 
the government adopted the Regulation and Statutes of the 
Court of Arbitration. The presiding chairman of the Court of 
Arbitration may not be the arbitrator on cases entrusted to the 
Court of Arbitration, unless he is elected to preside the jury by 
arbitrators assigned by the parties. These restrictions were put 
in place in order to avoid a possible conﬂict of interest in the 
selection of the third arbitrator of the jury. The Chairman of the 
Court of Arbitration may not be a PPA employee. He represents 
the court both in the country and abroad, takes decisions on 
organizational matters, coordinates the work of the Secretariat, 
summarizes the case law of the Court of Arbitration and submits 
it to the Executive Director of PPA for execution.
Fight against corruption 
Problems related to the ﬁght against corruption are still high 
on the agenda. This is an area where Bulgaria continues to 
be vulnerable for attacks by international organizations and 
institutions; for that reason active measures are pressingly 
needed. In Transparency International’s latest report Bulgaria 
is ranked 51st by the level of corruption practices among 157 
26 Act on the Amendments to the Ofﬁcial Gazette Act, OG, iss.. 31 of 2005.
  
27 http://dv.parliament.bg/ 
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countries – a relatively favorable position. Bulgaria is now in the 
group of countries with lower corruption levels which of course 
should not be interpreted as a very comforting fact. The spread 
of corruption is one of the ﬁelds in which Bulgaria is subject 
to serious criticism also by representatives of the European 
Commission. 
According to the Freedom House Annual Report 28, published 
in June, corruption in Bulgaria is now lower but its level still 
remains high. The report provides an assessment and a ranking 
on the development of democratic practices in individual 
countries. In the index used, the value for Bulgaria is 3.18 on a 
7-point scale, with the most favorable ranking being 1. Bulgaria 
has the best results among Balkan countries. The proactive 
participation of non-governmental organizations in public life is 
positively evaluated; the report indicates that government units, 
the parliament and the media are increasingly sensitive to 
opinions expressed by the civil society. It is necessary however 
to pay serious attention to judiciary reforms, the ﬁght against 
corruption and organized crime. 
The report includes a separate corruption index – for Bulgaria 
it has a value of 4.00 (1 - the best rating); this rating has gone 
down from 4.75 in 1999–2000 but still remains relatively high. 
New study of corruption29. Very interesting in respect of 
the spread of corruption are the results of a public opinion 
survey held in March – April 2005 by the Center for Economic 
Development as part of the project Involving Small and Medium-
sized Business for an Active Counteraction to Corruption ”30. It 
includes a questionnaire held among 450 entrepreneurs in the 
entire country and discussions in 12 focus groups in 12 towns. 
The study conﬁrmed the fact that corruption is a complex 
phenomenon that is hard to deﬁne and even harder to prove. 
The business community sees corruption in several aspects:
• As a deal – “I’ll scratch your back, you scratch mine”. In 
this case corruption practices are voluntary.
• As a reaction when faced with a deadlock when trying to 
solve a problem - it is mostly voluntary again.
• As illegal graft - there is clear understanding of the illegal 
nature of the act.
• As pressure – corruption is seen as having imperative 
nature.
In the ﬁrst two cases the ﬁght against corruption is more difﬁcult 
because it is seen as "OK" by entrepreneurs, it is "liked" and 
they are not inclined oppose it. In the latter two cases there is 
a clear understanding of the illegal nature of actions and the 
anti-corruption measures have a chance of success. 
Business people are of the opinion that corruption in Bulgaria is 
relatively tolerable – this is the reply given by nearly 40 per cent 
of respondents. Less than one ﬁfth (about 18 per cent) believe 
that corruption is intolerably high (Figure 18). As a whole, 
entrepreneurs do not rank corruption among the ﬁrst three 
major problems in their municipalities. According to them, the 
most serious barriers to businesses and citizens are created 
by the high unemployment rate, poverty, the absence of fair 
competition.
Figure 18.  Scope of corruption practices
A point of interest are the of business people’s expectations on 
the spread of corruption after Bulgaria’s accession to the EU. All 
in all, the share on pessimists and optimists is equal - about 1/3 
each (Figure 19). It is however more probable that corruption 
practices will go down because applying the acquis will mean 
greater transparency and more clear-cut rules for citizens and 
the business community. 
Figure 19.  Expectations on the spread of corruption 
over the 2007–2008 period 
The hierarchical structure of corruption practices shows 
that corruption can be encountered at all levels in the 
administration. 
28 The full text of the report is available at: www.freedomhouse.org 
29 This study was conducted with the ﬁnancial assistance of the European Union. The contents of 
this study are the sole responsibility of the Center for Economic Development and can under no 
circumstances be regarded as reﬂecting the position of the European Union.
  
30 The project is being implemented by the Center for Economic Development in partnership with 
the  National Association of Small and Medium Business and the National Business Development 
Network and is ﬁnanced under the EU PHARE Program “Civil Society Development”. 
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There are several levels:
• First level – individuals.
• Second level – the administrative apparatus.
• Third level – state and municipal structures.
• Fourth level – legislative, executive and judiciary branches 
of authority.
Major corruption generators include: gaps in the legislation 
and frequently changing laws; lack of strict controls on the 
activity of state and municipal administrations; the presence 
of a number of regulatory regimes impeding business activity 
and forcing companies to seek “other ways” to solve their 
problems; the presence of “double standards” to small and 
large businesses; the inefﬁcient judicial system; slow and 
incompetent administration etc.
The counteraction to corruption is an issue which, as sociological 
studies reveal, seems not to be particularly bothersome to 
companies. Figures reveal that entrepreneurs have no clear 
strategy on the ﬁght against corruption and did not participate 
in initiatives targeting corruption – as few as 2.9 per cent of 
respondents said they took part in such initiatives. The methods 
and forms of counteraction can be diverse - media interviews, 
meetings and discussions, the adoption of Codes of Ethics in 
professional and branch associations etc. 
The most efﬁcient method to ﬁght corruption (Table 5) 
according to businesspeople is to activate the judiciary branch 
by imposing more severe punishments for corruption practices. 
Eyes are also on the police and the use of special investigative 
techniques and marked banknotes to solve corruption cases. 
Table 5.    Efﬁciency on measures to reduce corruption 
Percentage31
more severe punishment for corruption practices 79.3
police actions with marked banknotes 53.9
use of SIT - cameras, interception 43.0
higher pay for civil servants 37.5
endorsement by companies of branch Business Ethics 
Codes 37.4
drafting of own business ethics rules by companies 35.4
hot-line telephone numbers 31.2
acting on anonymous signals 23.6
conduct of awareness-raising campaigns 19.3
signing of agreements between businessmen that they 
will not offer bribes 13.6
dealing with own methods with corrupt ofﬁcials 11.8
conducting of public opinion studies 10.7
uniﬁcation of enterprises from different sectors 10.0
New legislative initiative. Along with the strategies and 
programs adopted over the past months, another idea 
envisaging the adoption of a Corruption Prevention Act, began 
to gain pace. This proposal was formulated by the Minister 
of European Integration M. Kuneva and was given support 
by different institutions and the public. It is obvious that the 
adoption of a special law is no guarantee for the successful ﬁght 
against corruption – there are many countries where such laws 
are in place but their effectiveness is particularly impressing. 
Nevertheless such a solution would probably be a step ahead 
towards reducing corruption practices.
The Bill on Fight against Corruption was publicly presented 
in May. A central position in its text is given to the proposal 
for the establishment of a ﬁve-member commission in charge 
of the overall coordination and implementation of government 
policy in cutting down on “unregulated” payments. The law 
envisages that the Commission will be approved by National 
Assembly upon proposal by the Council of Ministers. 
There are two strengths in this draft piece of legislation:
• it comprehensively lists ofﬁcials who will be subject to 
surveillance and inspections for bribery. The ofﬁcials in 
question are in the executive branch, the local governments 
and the judiciary branch, the senior managements of 
BNB, NSSI, the Health Insurance Fund, the commissions 
establishing ﬁtness for work etc.; 
• it is envisaged that the anti-corruption body will be 
empowered to institute proceedings on suspected 
corruption cases upon signals by citizens or legal entities, 
on its own initiative, and upon motion by third parties.
Two of the envisaged provisions however give grounds for 
concern:
• the fact that the commission will be appointed by the 
government makes it dependent on the executive branch 
and therefore is a potential threat to its impartiality and 
the objectivity of its decisions. In order to neutralize 
this deﬁciency, another line of action could be taken: 
establish the Commission under a quota system (similar 
to the Constitutional Court) in which all branches of 
authority /executive, judiciary and legislative/ have their 
representatives;
• another disputable part of the proposal is that the anti-
corruption body would have the power to overrule illegal 
corruption-generating decisions taken by the bodies of 
central and local government. Under the currently valid 
legislation, only the court is vested with such rights. 
In preparing the ﬁnal draft of the proposed legislation, good 
practices from other countries will be taken into consideration. 
31 Share of those who responded “excellent efﬁciency”.
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Development of public ﬁnance in the reviewed period is 
characterized by relative stability and sustaining major trends 
from previous periods. Two of those trends –  increase in 
budget surpluses and chronic lack of motivated concept of 
ﬁscal reserve management – cause great concern, as the 
combination of the two has a strong constraining effect on 
economic growth in Bulgaria.  Parliamentary elections were the 
key event in this period. On the one hand, they marked the end 
of a particular style of public ﬁnance management the results 
of which are subject to expert assessment. On the other hand, 
different alternatives of public ﬁnance management clashed in 
the elections. Pre-election discussions were centered around 
the views of political forces on the extent of fund re-allocation 
through the budget and the tax structure and ratest.
Budget execution at the end of May 2005 
Consolidated budget32. At the end of May signiﬁcant 
overexecution of the consolidated ﬁscal program was reported. 
According to Ministry of Finance data, the surplus under this 
program reached BGN 994.8 m. 
Table 6.  Budget surplus/deﬁcit for respective year 
(in million BGN)
Date
 31 May 2003 31 May 2004 31 May 2005
Amount  618.3  709.7 994.8
Source: According to ﬁgures from the Ministry of Finance, “Budget” bulletin.
 
Data comparison for the ﬁrst ﬁve months of three consecutive 
years gives ground to conclude that the forecast made in late 
2004 of some BGN 2,000 m. budget surplus for 2005 could 
materialize with great certainty should the upward trend in growth 
sustain by the end of the year. In other words, an excess of about 
BGN 2,000 m. collected from individuals and enterprises will be 
at public authority’s disposal in variance with estimates in the 
National Budget Act. The new government will have to consider 
how to use most of the excess funds. There is a serious danger 
that they could be spent in an economically inefﬁcient way 
whereby the negative trend of uncontrollable spending started by 
the old government could continue. If those substantial ﬁnancial 
resources had been used by taxpayers for consumption and 
investments instead of taking them away from the economy, 
economic growth in Bulgaria would have been much higher. 
Revenues and aid at the end of May reached BGN 7,349.7 
million, up 15.3 per cent from end-of-April 2004. The good rate 
of execution on the revenue side is due to the better collection 
rate for tax and non-tax revenues, regardless of the tax relief 
measures for 2005.      
Expenditures for the period increased by 12.1 per cent, totaling 
BGN 6 354.8 m. Within consolidated expenditures, the largest 
relative share is that of the national budget33, 41.6 percent, 
followed by the social security budget of 34.4 per cent and the 
local administrations budgets, 14.8  per cent.   
The concept of Budget 2005 not only does not correspond to 
the economic priorities of the old government, especially the 
ﬁrst one for achieving long-term growth, announced at the end 
of last year, but chronic current overexecution of the budget 
inhibits further Bulgarian economic growth.  
The fact that in the ﬁrst ﬁve months of the year a budget surplus 
of BGN 994.8 m. was formed or BGN 285.1 m higher than in 
the ﬁrst ﬁve months of 2004 is evidence of inconsistent ﬁnancial 
policy with economic realities, inability to manage and less so 
to promote economic growth. The big issue of the ﬁnancial 
competence capacity of the old government refers not only to 
its actions from a strategic and economic point of view, but also 
its operational and analytical capacity.
The analysis of public ﬁnance management shows that 
business environment could have been signiﬁcantly improved 
should this have started as early as two – two and a half years 
ago. Therefore, much faster economic growth could have been 
achieved today.  
Despite the steady growth in recent years, the lack of decisive 
measures, including ﬁscal policy, made it impossible to achieve 
the possible 6-8 percentage growth. 
Fiscal reserve 34. Following a reversal of the upward trend 
in the ﬁscal reserve, since February it has been restored. 
According to Ministry of Finance data, at the end of May the 
ﬁscal reserve reached BGN 5 198.5 m. As of the same date, 
the amount of ﬁscal reserve funds in BNB deposits and funds 
in foreign currency deposits increased, by BGN 4 780.7 m. and 
BGN 2 992.6 m. respectively.
 
A major weakness of the old government is its failure to 
create an economic concept and relevant legal framework for 
utilization of the ﬁscal reserve. Formation of chronic current 
surpluses on the consolidated budget combined with growing 
ﬁscal reserve allow development and implementation of a ﬁscal 
policy that could lead to intensive GDP growth. The government 
of Simeon II National Movement/Movement for Rights and 
Freedoms missed that unique chance, satisfying itself with 
mediocre results. 
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32 The consolidated budget covers the national budget and all autonomous budgets – those 
of local governments, insurance funds, state universities, Bulgarian Academy of Science, 
Bulgarian National Radio, Bulgarian National Television, Supreme Judicial Council, as well as 
extra-budgetary funds and accounts on the central and local level.
33 Comprising the central budget, budgets of ministries and agencies, and the budget of the Audit 
Ofﬁce. 
34 Covers cash in BGN and foreign currency on all current and term deposits with the BNB and 
commercial banks of the central budget, the budget funds of ministries and agencies, the 
National Social Security Institute, the National Health Insurance Fund and their extra-budgetary 
accounts and funds, as well as other high-liquid low-risk ﬁnancial assets in foreign currency of 
the government.
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The two major constituent budgets of every unitary state, 
apart from the social security system35 under non-market 
security system, are the national and municipal budgets. 
The national budget ran a surplus of BGN 926.7 m. in the 
review period. Revenues and aid comprised BGN 4 935.5 m., 
and expenditures and transfers accounted for BGN 4 008.8 
m. Revenues come mainly from taxes and expenditures are 
related to current support and interest. At the end of May 2005 
municipal budgets formally report a surplus of BGN 128.2 m., 
being the difference between revenues of BGN 383.9 m. and net 
transfers of BGN 687.8 m. on the one hand, and expenditures 
of BGN 943.4 m. on the other hand.    
Given the central role of the national budget in the structure of 
the ﬁscal consolidated program a more detailed analysis of its 
revenue and expenditure side needs to be made. 
Revenue side of the national budget 
Tax revenues in the national budget at 31 May 2005 amounted 
to BGN 4 935.5 m., i.e. collection was 47.3 percent of estimates 
in the National Budget Act.
VAT accounted for the largest share in tax revenues –  36.4 
percent of total revenues and 45.9 percent of tax revenues. At 
the end of May, reported collection of VAT was 42.4 percent 
against estimates in Budget 2005. Collection of VAT continued 
to improve due to the following reasons:
• import growth;
• increased tax administration control on VAT collection;
• criminal prosecution of tax frauds related to VAT-chains 
and ghost companies, etc.
A major problem related to VAT payment evasion is the slow 
recovery of tax credit. Inability to solve this administrative case 
in combination with high VAT rates constrains signiﬁcantly 
companies’ liquidity. Exports, imports, and domestic trade 
become more costly. The business either pays with costly 
working capital loans or responds by establishing illegal 
commercial chains circumventing VAT and consequently (by 
necessity) the corporate tax.
 
Excise and charges on liquid fuel at the end of April reached 
BGN 785.7 m. They also account for a high share in total 
revenues – 15.9 percent, and 20 percent of tax revenues. Their 
execution is 40.4 per cent. 
Personal income tax (PIT) as of 31 May 2005 has a relative 
share of 10.6 per cent of the total revenues and 13.3 per 
cent of tax revenues. Execution is 42.9 of budget projections, 
amounting to BGN 522.2 m. 
Corporate tax. The share of revenues from corporate tax in 
the reporting period is 11 per cent of the total revenues and 
13.9 per cent of tax revenues, amounting to BGN 542.7 m., or 
a 59.3 per cent execution of budget projections. This is a clear 
sign of the very limited tax preferences introduced since the 
beginning of the year, combined with a number of tax provisions 
permitting reduction of this tax. The level of corporate tax 
collection empirically conﬁrms the conclusion that if the rate 
is reduced to the psychological threshold of 10 per cent, the 
share of taxpayers reporting their actual proﬁts will increase 
dramatically. 
 
Duty tax. Revenues from duty and customs fees were in the 
amount of BGN 142.1 m., or an execution of 59.2 per cent and a 
share of 2.8 per cent of total revenues. The signiﬁcant collection 
rate reﬂects the increased rate of imports in the country, as well 
as the improved performance of the customs administration. 
Dividend and income tax. At the end of May, revenues from 
dividend and income tax amounted to BGN 35.1 m., reporting 
an execution of 57.8 per cent. These results show that the 
decrease from 15 to 7 per cent of the dividend tax is insufﬁcient 
and belated. Both economic and ﬁscal analyses show that 
dividend tax should be abolished, which, combined with a 
reduction of the corporate tax to 10 per cent would reﬂect on 
creating a favorable tax environment promoting business and 
foreign investment inﬂow. 
 
Non-tax revenues in the national budget amounted to BGN 
1,010 m. at the end of May, or 62.1 per cent of Budget 2005 
projections. Of note is the amount of collected stamp duties, 
with 89.4 per cent collection for the ﬁrst ﬁve months of the year. 
Obviously, if the bulk of these charges are abolished, the budget, 
though inﬂated in that part, will be executed. The number of 
charges combined with an unfavourable tax environment are a 
serious impediment to business in Bulgaria.  
 
Although tax preferences were broadly publicized at the end 
of 2004, the above data show that the good possibilities for 
signiﬁcant reduction of the tax burden were not   used by the 
old government. 
Expenditure side of the national budget
Gross Expenditures. Expenditures reported at the end of 
May amounted to BGN 2,641.9 m., against BGN 2,400 m. in 
the same period of last year. Instead of decreasing in line with 
declared priorities, government expenditures increased by 
some 10 per cent.   
Operating/Administrative costs. At the end of May 
administrative costs accounted for 40 per cent of total 
expenditures. These amounted to BGN 1 055.3 m., including 
costs for medicines, fuel, energy, outsourced services, current 
repairs, as well as costs for defense and security. Costs incurred 
35 For further details on social security policy see section “Social and Health Policy” of this 
Report.
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in the period make up 37.3 per cent of planned administrative 
costs for 2005.
Interest. Of note is interest repaid on external and internal 
loans, totaling BGN 404.8 m. (BGN 305.5 m. on external loans 
and BGN 99.6 m. on internal loans). 
Social expenditures and scholarships in the amount of BGN 
293.6 m. register an execution of 32.5  per cent of budget 
projections. 
Subsidies. Subsidies increased by 13.6 per cent from the same 
period of 2004. At the end of May 2005, they amount to BGN 
297.7 m., corresponding to 52 per cent of budget projections. 
This means that in order for this generous budget framework to 
be executed, funds should be spent sparingly in post-election 
months.   
Net transfers. Net transfers, i.e. the difference between 
transfers made and transfers received from the national budget, 
reached BGN 1 367 m., or 41.3 per cent of projections.
Foreign and domestic debt
General government debt. At the end of May the total amount 
of government and government-guaranteed debt was EUR 
7,483.2 m., up EUR 126.8 m. on end-Aril and EUR 159.1 m. 
on end-March. Increases are due mainly to FX differences 
and ﬁnancing received. At the end of May the share of EUR-
denominated debt reached 42.7 per cent, USD-denominated 
debt accounted for 28.9 per cent, BGN-denominated debt 
made up 14.2 per cent, and the share of other currency debt 
was 14.3 per cent. The ﬁxed-interest part of the debt went up 
to 54 per cent of total debt while ﬂoating-interest debt fell to 46 
per cent. 
Domestic debt in nominal terms is EUR 1,415.3 m., increasing 
slightly compared with end-April and end-March. In the structure 
of domestic debt the government securities debt for funding the 
budget deﬁcit was 83.3 per cent and government securities 
issued to fund the structural reform was 16.7 per cent. 
Foreign debt. At the end of May, foreign debt was in the 
amount of EUR 6 067.9 m., up EUR 108.5 m. on end-April and 
EUR 140.6 m on end-March.   
Debt/GDP.  At the end of May the debt/GDP ratio was 35.4 
per cent, reporting an increase of 0.6 percentage points as 
compared to end-April and 0.8 percentage points as compared 
to end-March. 
It was stated that Budget 2005 was prepared in line with the 
major national priorities: (i) long-term economic growth; (ii) 
reduction of major taxes; (iii) higher incomes; (iv) efﬁcient 
utilization of budget allocations, etc. Based on expert analyses 
in previous reports and in consideration of the above it is clear 
that this statement reﬂects partially the actual state of affairs. 
It is true that Bulgarian GDP is growing but the pace of growth 
is well below the actual potential of the Bulgarian economy. 
Income tax rates have been cut, but the reduction is belated 
and insufﬁcient to ensure intensive growth of the economy and 
incomes. 
If we look at the results from costs made in priority ﬁelds according 
to Budget 2005, such as health care, defense and security and 
the judicial system, we see that in the ﬁeld of health care there 
is a growing dissatisfaction by the public and problems with the 
judicial system prove to be the major obstacles on the path of 
Bulgaria’s accession to the EU. Apart from those “priorities”, 
there are no economically sound strategies for development 
in key areas such as education. The Bulgarian infrastructure is 
still in very poor condition and discourages foreign investors. 
The quality of services provided by the sizable administration is 
still extremely low despite the substantial administrative costs 
involved. Communication with the administration is turning into 
a painful odyssey for both population and business. Companies 
appoint or pay to people, who specialize in or have responsibility 
only for resource-intensive communication with government 
administration.
Spoiled by the collected extra funds from taxpayers, the former 
government did not make sufﬁcient efforts to reduce government 
costs and slash the number and role of administration in 
the economy, which is one of the main reasons behind the 
insufﬁcient growth of the Bulgarian economy.  
The future ﬁscal policy – in the context of pre-election 
promises 
Tax promises were a key element of election campaign 
programs of all political parties. Probably because of the 2001 
parliamentary elections phenomenon, competing parties and 
coalitions without any serious concern showered the electorate 
at 2005 Elections with tax gifts. A standard “gift” offered by 
the whole political spectrum was the reduction of VAT from 
the existing 20 per cent to 18 per cent. The reduction aims to 
convince the electorate that they will have higher disposable 
income. To motivate the economic signaling of this promise, 
it was stated that VAT reduction by two percentage points 
would lead to lower prices of consumer goods, increased 
consumption and ultimately higher economic growth. Although 
attractive, this scenario is not based on economic analysis, 
but on assumptions, as there is no argument in support of 
the statement that lower VAT would cause a fall in prices of 
consumer goods as this could instead increase the proﬁts of 
merchants, for instance. 
In tax theory and practice there are types of tax systems, whose 
the economic effects have been proven, but the suggested tax 
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changes in 2005 Elections are not oriented towards any of 
these, but comprise more or less a mechanical amalgamation 
of elements of different tax structures. 
We start our brief expert analysis of ﬁscal promises given 
by major political forces with those of Simeon II National 
Movement (NDSV), as their promises are most speciﬁc and 
appeared to summarize the four-year experience in public 
ﬁnance management in Bulgaria. 
NDSV (Simeon II National Movement) ran in the elections not 
only against the background of chronic budget surpluses, their 
uncontrolled spending and obscure foreign debt deals, but also 
with new substantive laws written by the tax administration.  
The idea was that the new laws should evolve out of public 
discussion, to be institutionalized through the National Tax 
Policy Council to the Finance Ministry, established pursuant 
to an order of the ﬁnance minister. This consultative body 
comprised representatives from the executive, employers’ and 
trade union organizations. Although the idea was good, it did 
not materialize: the old government adopted the bills proposed 
by the tax administration without any debate. 
According to their arguments, the tax package is offered 
for the purpose of alignment with European tax norms and 
commencement of operation of the National Revenue Agency 
(NRA). The two arguments are pointless because: (i) In 
EU only VAT is aligned and Bulgarian VAT meets to a great 
extent European norms. (ii) Individual income tax systems in 
Member States differ signiﬁcantly and at present there is no 
European act that requires uniﬁcation of income taxes in the 
EU. Bulgarian income taxes were adjusted to comply with 
the requirements of the European Commission. In case of 
need they could be adjusted further. (iii) The reason for the 
signiﬁcantly delayed launch of NRA has nothing to do with 
the applicable substantive tax laws but rather reﬂects the 
administrative inability of the government, including absent 
acceptable draft of a Tax Insurance Procedure Code (TIPC) 
as well as absent necessary information system. Only with the 
solution of these two key issues will it be possible for national 
taxes and security contributions to be collected by the NRA, 
local taxes and charges – by municipalities and excises – by 
the customs authorities, as planned. A change in the status 
quo could occur only then – contact with two incompetent, 
uncontrolled administrations, lack of true information on the 
collection levels, favourable conditions for corruption, etc.  
Tax laws ascribable to NDSV emerge against the background 
of a striving towards an upper limit of reallocation through the 
budget of 40 per cent of GDP, a signal of continuation of the 
four-year uneventful, least-resistance ﬁscal policy.
Corporate tax. The analysis of the draft law shows that it is 
structured not to serve the interests of entrepreneurs, who 
create the economic wealth of the nation, nor the interests 
of the state, but only the interests of the administration itself 
– to collect taxes with lower qualiﬁcation and less professional 
skills. A trend towards abandoning proﬁt taxation and shifting 
towards taxation of costs and turnovers is in place which 
not only contradicts the constitutional provision of taxation 
based on income and property, but is also an expression of 
tax incompetence. Below are listed some of the changes in 
corporate taxation proposed by the tax administration/NDSV: 
• Against the background of large-scale budget surpluses 
and the promises of 21 June 2001 about zero corporate 
tax, the rate set forth in the bill of May 2005 is reduced by 
2.5 per cent, from 15 per cent to 12.5 per cent.
• A minimum tax is introduced, the tax base being a 
percentage of income.  In other words, tax is due even 
in the cases of costs exceeding income, which is an 
economic absurdity. 
• Retained earnings, including the cases of capital increase, 
will be charged with a dividend tax two years after proﬁt 
generation. This compromises in practice the idea of 
dividend tax – stimulation of ﬁnancing through retained 
proﬁt – and makes senseless its existence. The adverse 
signaling effects to businesses and the costs for its 
administration exceed revenues. 
• Accelerated depreciation for investment in new machines 
and equipment is abolished and interest income will be 
charged in practice with ﬁnal tax of 7 per cent. Both events 
will have a clearly adverse effect on business.    
• Besides imposition of tax on bond interest, the tax 
administration introduces a speculative term of 1 year 
for taxation of the gains from shares traded on the stock 
exchange, i.e. those gains are no longer fully exempt from 
taxation, but only if stocks were held more than 1 year 
before sale. The constraining effect of these events on the 
nascent Bulgarian capital market is apparent.
• Banks’ provisions will not be recognized 100 per cent as 
cost, but 80 per cent and this will reﬂect negatively on 
bank stability. 
 
Along with its unclear economic messages to business, the 
Bulgarian corporate taxation would probably become more 
complicated, less European and more costly for administration 
with the introduction of the bill.
Personal income tax. The main direction of changes in 
personal income taxation cannot be clearly deﬁned either. The 
changes could be described mainly as an attempt to squeeze 
funds from taxpayers from all possible sources, regardless of 
the economic effects. These are some of the changes: 
• Despite pre-election promises by NDSV, the bill envisages 
a progressive four-level scale.  The lowest rate is 8 per 
cent and the highest is 22 per cent. The existing rates are 
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reduced by 2 per cent and the tax exempt minimum is 
increased by BGN 120.  
• The patent tax is abolished. Patent tax is one of the 
“alternative” taxes embedded in the Bulgarian income tax 
system, but in its essence it is extrinsic to that system. 
It does not meet the principles of modern taxation, as it 
charges directly neither consumption, nor income but, the 
potential for income generation. According to the motive 
behind the law, it is “unjust”, which is true. As positive as the 
effect of these changes would be on the Europeanization 
of the Bulgarian tax system, more puzzling are some of 
the proposed changes whose scope covers more exotic 
tax “innovations” than the patent tax.     
• Income from sale of shares traded on the regulated 
Bulgarian market is exempt from tax provided the shares 
are held more than one year. So far these incomes were 
fully exempt from tax. 
• For sale of property acquired by inheritance, will or 
donation, or sale of property that is not the seller’s basic 
residence, as well as sale of vehicles, works of art, 
collections and antique items a tax of 2 per cent of the 
selling price will be charged, regardless of whether the 
sale results in proﬁt or loss. The adverse effect of these 
provisions on the development of relevant markets, their 
complete injustice and penalizing nature are obvious.  
Value added tax. Unlike income, tax changes in VAT do 
not substitute the essence of this tax, but aim to change the 
following details:
• cutting the single rate from 20 per cent to 18 per cent from 
1 January 2007;
• abolishing the zero rate for sale of automobiles to disabled 
persons;
• taxation of many of currently tax exempt supplies, which is 
a positive aspect in contrast to the rate reduction.  
The answer to the question what entailed development of 
new substantive tax laws will remain hidden in the corridors 
of MoF and the General Tax Directorate. We could only state 
that the proposed bills do not surpass the currently applicable 
tax system in their economic reasoning. The efforts, costs 
and time for adaptation of individuals, companies, and the tax 
administration to a new tax system that does not surpass the 
old one systematically are not justiﬁed and represent net loss 
for the Bulgarian economy.     
Bulgarian Socialist Party (BSP). All political forces promised 
tax reductions. Only for a BSP government, tax reduction will 
be for the poor, while the tax burden on  “those” with large 
incomes and properties will increase. Although the ﬂat tax was 
introduced in a number of East European countries, including 
Russia, BSP suggests not ﬂatter, but orthodox “left” scale, i.e. 
steeper scale for taxation of personal incomes. As we know, 
a steeper scale would lead to more gray economy, which in 
combination with resource-intensive pre-election promises 
(despite the 40 per cent ceiling announced by BSP) will ensure 
not only lower economic growth, but would also threaten the 
ﬁscal stability of the state. 
The socialists promise to introduce family income tax, which 
has some positive aspects, but at the same time provides yet 
another option for tax maneuvers on the part of taxpayers and 
additional material for the administration and checks by the tax 
administration. In countries with effective family income tax, 
ﬁctitious marriages are widely spread (e.g. Germany), as well 
as ﬁctitious divorce and re-marriage (e.g. USA) for the purpose 
of reducing personal income taxes. The point here is how the 
family income will be introduced so that negative effects would 
not outweigh positive ones.    
Active policy of regulation through the tax system – which is 
outdated and contravenes modern developments – is not 
restricted in terms of personal income taxation, but fully unfolds 
in the taxation of enterprises. BSP suggests tax exemption for 
software companies that are export-oriented, tax allowances 
for legal entities investing in the construction of infrastructure 
projects related to tourist services, deduction of investment 
costs from taxable proﬁt in agriculture, tax allowances for 
patronage, sponsorship and donation in the cultural sphere, 
etc. Along with these industry-oriented, anti-market and chaotic 
promises for changes in corporate income taxation, BSP 
suggests a zero rate for proﬁt reinvestment – a brave, capital-
oriented measure, which would boost economic growth, other 
conditions being equal. 
BSP proposals for introduction of differentiated VAT rates destroy 
the central economic advantage of this tax – its intersectoral 
neutrality – and open inﬁnite possibilities for tax frauds, lobbist 
pressures, large-scale corruption, and inefﬁcient shifting of 
resources in the economy. Such proposal from the range of 
“worst European practices” is also related to considerably 
increased costs for the administration of this tax.
In the area of ﬁnancial decentralization, BSP promises greater 
autonomy for municipalities in determining local taxes and 
charges.    
ODS (United Democratic Forces). The level of re-allocation 
through the budget promised by the United Democratic Forces 
is 30–35 per cent of GDP. The proposal for cutting the cost side 
of the budget is systematically related to the proposal for easing 
the tax burden. ODS promises reduction of personal income 
tax by 5 per cent on average with simultaneous decrease of the 
taxable scales.   
ODS gives market-oriented promises also in the area of 
corporate income taxation. The United Democratic Forces 
suggest abolishing the dividend tax and reduction of the 
corporate income tax to 10 per cent.  
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DSB (Democrats for a Strong Bulgaria). Democrats for a 
Strong Bulgaria target an  upper limit of GDP quota re-allocated 
through the budget of 35 per cent. 
Besides cutting the number of steps in the personal income 
tax scale, DSB suggest reducing the number of ﬂoors from 
the progression. They also promise a reduction in the social 
security burden by minimum 15 per cent. 
In the area of corporate tax, DSB envisages tax allowances for 
proﬁt reinvestment, implementation of new technologies and 
increased exports. 
The future ﬁscal policy – the post-election coalition 
The results of the elections led to coalition negotiations as a 
result of which some concessions  from pre-election promises 
of BSP, NDSV and DPS were made. Together with social 
responsibility, a key priority of the three parties is the policy of 
economic growth. The economic problem is that the social idea 
of social responsibility, given its inherently heavy tax burden, 
contravenes as a rule the policy of accelerated economic 
growth, which requires much lower tax burden.  The three 
parties envisage a growth of 6–8 per cent against  a 40 percent 
budget re-allocation quota; in our view, this is unrealistic.
A success in indirect taxes is that the socialists agreed to give 
up their ideas of differentiated VAT rate. The three parties 
agreed to reduce VAT rate to 18 per cent in a potential joint 
government.  
Likewise, the bills of the tax administration may not be adopted 
by the parliament, which could be considered a certain success 
in the tax area.
In terms of personal income taxation, common sense prevailed 
over the cliché of the social effect of the steep progression. 
There will be no such progression. Against this compromise of 
the left party is the compromise of the right-centrists: zero rate 
on proﬁt tax in proﬁt reinvestment. 
In terms of cost-side budget policy expectations are about a 
more moderate increase of salaries in the budget sphere after 1 
January 2006 than the 20 per cent increase promised by BSP. 
The share of pensions is to reach 10 per cent of GDP. The 
share of costs in GDP for education, infrastructure and health 
care is projected to increase.   
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The latest data on employment, unemployment and incomes 
shows positive dynamics as a result of economic growth and 
businesses’ efforts towards expansion and restructuring. 
A parallel development, however, is the rising prominence 
of the issue of the shortage of quality personnel as regards 
its education, qualiﬁcation, and the sectoral and regional 
disproportions. If the economic growth rate is preserved and 
continuity in the policy of the new Bulgarian government is 
ensured, we are to expect positive development by the end of 
the year. Progress in the reformed Bulgarian pension model 
is continuing with changes in the legislation aiming to protect 
the rights of insured individuals and the development of the 
supplementary pension insurance market. The pre-election 
programs of all political parties gave signiﬁcant importance 
to Bulgaria’s social priorities with emphasis on employment, 
incomes and bringing down the social-insurance burden. As 
an effort towards improving the quality of human resource 
as a necessary precondition for economic growth, serious 
attention is also given to improving the quality of education and 
healthcare reforms.
Employment and unemployment. Labor market policy 
The labor market in Bulgaria during the past year continued on 
its trend of dynamic progress. Figures on the unemployment 
rate (relative share of the economically active population) for 
May 2005 show a continuing decrease both as compared to 
preceding months and as compared to previous years. This is 
the lowest level of unemployment for the entire period of the 
past ﬁve and a half years. This positive dynamics is following 
the rate economic growth since early this year, and was 
possibly inﬂuenced also by seasonal factors in the beginning 
of the summer season.
Data from surveys held in the business community conﬁrms 
these conclusions and shows that more than 60 per cent of 
companies are planning a personnel increase for this year. 
This is necessitated by their business expansion or planned 
restructuring. At the same time, companies ﬁnd it hard to recruit 
the right personnel for the vacant positions. 43 per cent of 
companies respond they are faced with two major problems: 
the lack of sufﬁciently qualiﬁed job applicants and the fact that 
applicants do not have the professional experience required for 
the position.
During the last few years, companies found it more and 
more difﬁcult to recruit the personnel they need. This trend 
is valid both for positions requiring university education and 
for professions requiring secondary, specialized secondary 
or vocational education. All facts lead to the conclusion that 
there is a surplus only for job applicants of low education or 
no education. The reasons for this shortage (particularly in 
construction, tourism and some regions) are rooted in the gaps 
of the educational system, emigration, the lack of short- and 
long-term forecasts on the labor market needs, the inadequate 
systems of re-qualiﬁcation and life-long education. Also 
important are the considerable disparities in the economic and 
social development of the different regions. Faced with this 
situation - only on seasonable basis for the time being but later, 
possibly, for longer periods of time - businesses will be forced 
to hire foreign workers. This phenomenon is still new to the 
Bulgarian labor market but it will probably expand in the years 
to come and adequate policies will need to be put in place.
Unemployment rates below the country average are registered 
in the regions of Soﬁa (city), Gabrovo, Bourgas, Varna, 
Blagoevgrad, Plovdiv, Stara Zagora, Pernik and Kardjali. 
Recruitment by the private sector continues to grow – 85.7 per 
cent of vacant positions and of unemployed people enrolled in 
specialized programs and measures to promote employment. 
It should be noted that each month almost one third of all 
unemployed people who start work are young people less than 
29 years of age.
Expectations are that in the months before the end of the year the 
positive trends of decreasing unemployment and the creation of 
lasting and promising jobs will continue, especially considering 
the several major grant projects to ﬁght unemployment ﬁnanced 
by the PHARE Program and the World Bank. 
Incomes and standard of living
Economic growth and the beneﬁcial trends in employment 
were naturally reﬂected in the income levels of citizens. The 
ﬁrst available data for 2005 covering the January – April 
period, shows impressive growth rates in real income terms as 
compared to previous years. According to household budget 
statistics, the average income per capita is about 5–6 per cent 
higher as compared to the respective period of last year. The 
situation as regards the salary and wage levels is similar for 
those employed both in the private and the public sector.
During the same period (January to April 2005) the “consumers’ 
conﬁdence” index of the NSI regular survey registered an 
increase of 1.3 points and positively optimistic expectations 
for the overall economic situation in the country, inﬂation and 
unemployment rates. It must be emphasized however that 
these positive attitudes are mostly attributable to the urban 
population; as for the residents of smaller towns and villages 
pessimistic expectations prevail on all counts related to 
the ﬁnancial condition of households, the overall economic 
situation, inﬂation and unemployment.
Against this background and in conﬁrmation of the optimistic 
expectations on income dynamics, the rate of household 
borrowing from banks continues to grow and reaches BGN 5.5 
b at the end of May. This means 80 per cent growth achieved 
for the past year (as compared to May 2004). 
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It is very reasonable to project that the positive income growth 
will persist if the current economic growth rates are preserved 
and the new Bulgarian government ensures continuity in the 
economic and social policy.
Social partnership and industrial relationships
The months immediately leading to the general elections in 
June were marked by signiﬁcant dynamics and a large dose 
of inconsistency in industrial relations and social dialogue. 
The complexity originates from the difﬁcult, sometimes 
even impossible, division of the issues and forms of activity 
characteristic of these relations and other issues, ones that 
are inﬂuenced or even directly dependent on pre-election 
purposes. A typical example of this were teachers’ protests 
immediately preceding the end of the school year which, 
showing exceedingly bad timing, voiced inappropriate social 
and economic demands and demonstrated the incompetence 
of trade union leaders and their irresponsible behavior towards 
their membership. A similar assessment is to be given also to 
miners’ protests in connection with the pending privatization 
of TPP Bobovdol. The direct involvement and intervention of 
senior trade union leaders or even the slightest hints of such 
involvement do not serve the interest of trade union members 
in any way. 
For their own part, representatives of the business community 
sometimes have serious disagreements among themselves and 
that, as a whole, does not contribute to solving the important 
issues of Bulgaria’s modern socio-economic development. In 
spite of some  internal friction, the traditions of social dialogue 
have been established in this country– both trade unions and 
employers have a good understanding of their responsibility 
in making important decisions and they often have common 
priorities. 
Analysis of the labor market and incomes policy in pre-
election programs  
Social policy issues and, more generally, the quality of 
human resources in Bulgaria, were the center of political 
debate in the eve of the general elections in June this year. 
They were given special significance on the background of 
the achieved economic stability and moderate economic 
growth – positive developments which, however, according 
to public opinion studies, are not adequately reflected in the 
general population’s well-being. As they take this fact into 
account, alongside the negative trends and the objective 
data on the quality of human resources in Bulgaria, all 
political parties gave special prominence to these issues in 
their pre-election programs and future governance plans. 
It should be noted that the quality of human resources is 
not treated independently but as an element of the inter-
connected economic and social policy aiming to improve 
the competitiveness, economic growth, employment and 
the standard of living. That said, there is a high degree of 
similarity in the assessments and proposed measures to 
improvement the situation.
This proximity is most clearly seen at the “general social 
priorities” level. All major political parties make it their aim to:
• reduce unemployment and the burden of social insurance 
contributions;
• establish the necessary conditions to improve the standard 
of living;
• introduce higher quality and more efﬁcient health care;
• introduce an effective life-long education system and 
encourage language and computer  training;
• promote private and state investments in human capital;
• improve the educational system to comply with the 
requirements of “new economy” and business.
These social policy priorities, seen in their broadest sense, 
are developed most in-depth in BSP’s paper “Towards Socially 
Responsible Governance. Basics Parameters of BSP’s 
Program for Governance of the Republic of Bulgaria During 
the 2005–2009 Period”. Generally speaking, it envisages 
ambitious and all-encompassing social objectives whose 
implementation requires substantial ﬁnancial resources 
and strong government intervention in all sections of social 
policy. This document is an ofﬁcial promise for changes to 
the current more liberal model of social policy inherited from 
the years of Bulgaria’s transition to market economy and it is 
similar to welfare models mostly represented in Scandinavian 
countries. In the course of the pre-election debates these 
programmatic intentions were strongly attacked by the right-
wing and right-center parties claiming that such economic 
policy intentions lack realistic estimates of the price to be paid 
for such changes.
The BSP’s opponents, on the other hand, were much more 
balanced in their proposals for state intervention in the social 
area and therefore more moderate in their estimates for 
future social expenditures. But social priorities were given a 
prominent position in their programs even and thus burden 
them with a larger number of social commitments than could 
be expected for right-wing parties. 
The major focus in political parties’ social programs is on 
the labor market policy and improving Bulgarians’ standard 
of living, seen mostly as increase of incomes. The programs 
differ in their degree of speciﬁcity as to the proposed measures 
and not all of them sound convincing enough as regards the 
implementation and governance policy. It is important to note 
however that there is a general understanding of the priority 
status of the set measures aiming the lasting and long-term 
employment as a prerequisite to increasing incomes. 
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Pension insurance
Major legislative changes and initiatives. A large portion of 
Bulgarians in pension age have problems proving they have 
the necessary period of insured employment and insured 
income at the time of dissolution of the insurer’s companies. 
This problem ﬁnally found its legislative solution. With the 
amendments and supplements to the Social Security Code 
adopted by Parliament on 21 April 2005, it was legally provided 
for NSSI to establish and maintain an information system on 
the payrolls of such insurers. In addition, the law now obligates 
all social insurance payers to issue free of charge documents 
proving the socially insured professional experience of people 
whose social insurance they paid within 30 days of termination 
of their labor relations. The adopted legislative changes are 
a very important positive step in the direction of providing the 
best protection possible to the rights of insured individuals and 
respectively the more efﬁcient functioning of the Bulgarian 
pension system.
The process of concluding new bilateral agreements on social 
and health insurance between Bulgaria and EU Member 
States which aims to facilitate the free movement of Bulgarian 
citizens within the EU and ensure a good level of coordination 
between the insurance systems of the Community is moving 
ahead at a good pace. On 17th June 2005 Bulgaria signed a 
Social Security Agreement with the Kingdom of Belgium, which 
is based on the principles of EU legislation: equal treatment 
of citizens of the two countries in the area of social security, 
deﬁning one governing legislation, the export of cash beneﬁts 
and the summing-up of periods for future acquisition and use 
of rights. In addition to this, the Agreement contains a special 
article under which the rights of citizens in both countries, 
acquired prior to its entry into force, will be respected. In early 
June Bulgaria concluded an Agreement on Social Security also 
with Poland. A draft Agreement on Social Security with Austria 
was also approved by the government; it will come into force 
after its ratiﬁcation by the new Parliament. Expectations are that 
by the end of this year Bulgaria will sign a similar agreement 
with Portugal. 
The amendments to the Personal Income Tax Act (PITA) 
and to the Corporate Income Tax Act (CITA) adopted by the 
Council of Ministers, on the other hand, caused the justiﬁed 
dissatisfaction of the Association of Supplementary Pension 
Insurance Companies (BASPIC), because they are in conﬂict 
with the publicly announced preparedness of the ruling majority 
to create incentives for the development of the second and third 
pillar of the pension insurance system. The draft amendments 
envisage severe restrictions on the tax breaks for voluntary 
pension insurance – BGN 50 per month or maximum BGN 
600 per will be tax-exempt if they are invested in the system of 
voluntary pension insurance. According to the valid legislation, 
the tax break is not a strictly deﬁned amount but is equal to 
10 per cent of the taxable monthly income. According to 
BASPIC, the changes to the tax laws will create conditions for 
the different treatment of tax subjects as it does not provide 
for sole-proprietor merchants and freelancers to be given tax 
breaks for investing in voluntary pension insurance. Serious 
criticism by representatives of the pension insurance branch 
was also targeted at another change currently being prepared 
by the government – not to provide tax breaks for minimum 
proﬁtability guarantee reserves accumulated by pension 
companies. 
Because of registered attempts to submit false applications 
for the transfer of insured persons from one pension fund to 
another, which impedes the fair competition in the sector, the 
Commission on Financial Supervision adopted changes to the 
Ordinance regulating this process. The most important change 
is related to the introduction of the on requirement notarial 
certiﬁcation of the signature of the insured individual on the 
ﬁrst copy of the application submitted for transfer to another 
pension fund. In addition, insured individuals will now be 
allowed to send the application by mail or use the services of an 
intermediary, which will in effect facilitate the process of transfer 
to another pension fund. The major purpose is to introduce an 
efﬁcient mechanism guaranteeing that the insured individual 
actually expressed freely his/her will to transfer accounts to 
another pension fund. Another important legislative initiative in 
the ﬁeld of supplementary pension insurance are the changes 
to Ordinance № 9 on the terms and procedure of valuation of 
the assets and liabilities of pension insurance companies and 
the funds they manage now being prepared by the Commission 
on Financial Supervision. The concept behind the proposed 
changes is to guarantee a fairer assessment of investment 
instruments, greater degree of comparability of the valuations 
of different pension companies for the same investment 
instrument and respectively a more reliable evaluation of their 
asset management performance. 
Supplementary pension insurance.  The supplementary 
pension insurance market continues to develop at a high rate. 
Proofs of this positive trend are both the ongoing increase in 
the number of insured individuals and the net assets of pension 
funds, and by the relatively good proﬁtability of investments in 
pension funds. 
Insured individuals. According to ﬁgures supplied by the 
“Social Insurance Supervision” Division at the Financial 
Supervision Commission (FSC) at the end of March 2005 
insured individuals in all supplementary pension insurance 
funds amount to over 2,772 million people, which means a 54 
per cent growth as compared to the end of 2002, 21 per cent 
as compared to 2003 and 2 per cent as compared to the end 
of 2004. During the ﬁrst quarter of 2005 the largest increase 
in the number of insured individuals is observed for universal 
pension funds (UPF) – by 2.8 per cent as compared to the end 
of 2004, which is possibly due to the higher employment rate 
in the country, the administrative measures to step up the ﬁght 
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against undeclared employment and the stricter control in this 
area exercised by the Labor Inspectorate. For the ﬁrst time we 
are witnessing an insigniﬁcant decline in the number of insured 
individuals in voluntary pension funds (VPF) – by 0.3 per cent 
over the end of 2004, which could be explained by the desire 
of part of the insured individuals to take up a new investment 
activity and also by the lower macroeconomic savings as a 
result of the higher consumption rates.
Pension assets. At the end of March 2005 accumulated 
insurance funds in pension funds exceeded BGN 860 m, which 
means a growth of 69 per cent as compared to the end of 2003 
and 9.3 per cent over the end of 2004. The trend established 
during the past years for available net assets in UPF to increase 
at the highest rate as compared to the assets of OPF and SPI 
still continues, which is mostly due to the larger number of 
insured individuals and the gradual increase of incomes on 
which social insurance is paid. CED’s expectations are that at 
the end of 2005 pension fund assets will reach BGN 1 billion, 
and around 2010, BGN 3–4 billion. 
Investments. Pension funds’ investment activity continues to 
be conservative. The bulk of pension assets (over 80 per cent) 
are invested in securities, issued or guaranteed by the state, 
securities, accepted for trading on regulated securities markets, 
and bank deposits. The investment portfolios of UPF, OPF and 
SPI still have comparably similar structures. While UPF and 
OPF are gradually moving to the legally established limit for 
50 per cent of their assets to be invested in securities issued 
or guaranteed by the state, SPI are still not making use of the 
legally established more liberal investment regime. All three 
types of supplementary pension insurance funds, although 
taking small steps, continue to diversify their investment 
portfolios which is expected to contribute to achieving higher 
proﬁtability for insured individuals. At the end of the ﬁrst quarter 
of 2005, as compared to the end of 2004, the relative share 
of insurance funds invested in shares, corporate bonds, bank 
deposits and foreign securities grew at the expense of the share 
of investment in state-issued or state-guaranteed securities, 
municipal bonds and investment property, which is a positive 
signal for the more efﬁcient management of pension insurance 
assets. 
The main conclusion to be drawn about the investment activity of 
pension insurance companies is that the assets of the pension 
system are only very infrequently invested in corporate shares 
and bonds for the purpose of improving the competitiveness of 
small and medium-sized enterprises in Bulgaria to successfully 
meet the competitive pressure of the market forces within the 
Single internal market of the European Union. The reasons 
behind this negative situation lie mostly with the inadequately 
developed capital market in Bulgaria and the lack of sufﬁcient 
attractive investment instruments for pension funds, and also 
with the traditionally more conservative investment policy of 
pension funds.
Proﬁtability achieved. At the end of March 2005, the achieved 
weighted average proﬁtability36 of invested assets both of UPF 
(11.07 per cent) and of OPF (11.15 per cent) is almost twice as 
high as the mandatory minimum proﬁtability – respectively 6.64 
per cent for UPF and 6.69 per cent for OPF, which means a 
relatively good management performance of insurance funds. 
A little less effective is the management of VPF assets which 
succeeded in achieving a weighted average proﬁtability for 
the same period of 10.95 per cent, but it is also higher than 
the inﬂation rate and the annual average interest rate on BGN 
deposits.
Concentration of the pension insurance market. The market 
concentration of the insurance market is still high due to the lack 
of sufﬁcient incentives for insured individuals to transfer their 
accounts from one pension fund to another. The investment 
portfolios of pension funds have similar structures, which 
explains the small difference in the proﬁtability achieved from 
investing insurance resources by the various insurance funds. 
The three companies –  PIC Doverie AD, PIC Saglasie AD and 
PIC Allianz Bulgaria AD – continue to provide services to over 
75 per cent of all individuals insured by supplementary pension 
insurance funds; also, these three companies hold over 78 
per cent of the pension insurance market assets. The largest 
market share according to the number of insured individuals 
in the three types of supplementary pension insurance funds 
continues to belong to PIC Doverie AD, and according to the 
market share of net assets the leader is PIC Allianz Bulgaria 
AD. In the ﬁrst quarter of 2005 the company most preferred by 
36 For the last 24-month period on annual base. 
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people wishing to transfer their personal accounts to an UPF was PIC Allianz Bulgaria AD, and in OPF – PIC DSK Rodina AD, in 
VPF – PIC ING EAD. 
Table 7. Insured individuals in pension funds
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Number of insured individuals in supplementary PI funds 1804469 2294966 2716367 2772524 53.65 20.81 2.07 100.00
Number of insured individuals in UPFs 1164482 1613875 2004776 2061412 77.02 27.73 2.83 74.35
Number of insured individuals in OPFs 155196 164943 176175 177174 14.16 7.42 0.57 6.39
Number of insured individuals in VPFs 484791 516148 535416 533938 10.14 3.45 -0.28 19.26
Source:     FSC, “Social Insurance Supervision” Division, and own estimates 
Table 8.  Net assets available in pension funds
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Net assets in supplementary PI funds, total, BGN thousand 332465 510544 787414 860420 158.80 68.53 9.27 100.00
Net assets in UPF, BGN thousand 41705 114058 261125 299963 619.25 162.99 14.87 34.86
Net assets available in OPF, BGN thousand. 95241 143817 200832 216056 126.85 50.23 7.58 25.11
Net assets available in VPF, BGN thousand. 195519 252669 325457 344401 76.15 36.31 5.82 40.03
Source:     FSC, “Social Insurance Supervision” Division, and own estimates 
Table 9.   Market shares of PICs
Pension insurance companies 
(PICs)
Market share, in %
By number 
of insured 
individuals in 
UPF
By number 
of insured  
individuals in 
OPF
By number 
of insured  
individuals 
in VPF
By number 
of insured 
 individuals, 
total
By size
 of net 
assets
As of 
31.12.04
As of 
31.03.05
As of 
31.12.04
As of 
31.03.05
As of 
31.12.04
As of 
31.03.05
As of 
31.12.04
As of 
31.03.05
As of 
31.12.04
As of 
31.03.05
PIC Doverie AD 42.10 41.30 40.71 40.14 27.26 27.48 39.09 38.57 33.18 33.50
PIC Saglasie AD 11.68 11.62 17.19 17.26 5.99 6.01 10.92 10.90 9.71 9.62
PIC DSK Rodina  AD 7.32 7.37 4.36 4.54 4.63 4.02 6.6 6.54 5.25 5.30
PIC Allianz Bulgaria AD 20.06 20.73 21.29 21.21 47.84 48.11 25.61 26.04 35.51 35.11
ING PIC AD 9.49 9.40 5.66 5.68 4.67 4.67 8.29 8.25 7.62 7.79
PIC CCB-Sila 4.31 4.35 3.95 4.01 3.18 3.2 4.06 4.11 2.06 2.05
PIC LUKoil Garant Bulgaria AD 3.77 3.79 5.98 6.19 5.89 5.93 4.33 4.35 6.29 6.13
DZI Pension insurance AD 1.27 1.44 0.86 0.97 0.54 0.58 1.10 1.24 0.38 0.49
Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Source:     FSC, “Social Insurance Supervision” Division, and own estimates 
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Table 10.  Investments of pension funds in various ﬁnancial instruments
Investment Types
Total for UPF Total for OPF Total for VPF
As of 31.12.04 As of 31.03.05 As of 31.12.04 As of 31.03.05 As of 31.12.04 As of 31.03.05
1. State-issued or state-guaranteed 
securities 57.17 54.60 57.35 56.20 53.6 50.88
2. Securities registered for trading on 
regulated securities markets 11.13 13.34 9.81 12.43 10.42 11.69
2.1. Shares 4.11 5.40 2.51 4.75 3.11 3.96
2.2. Corporate bonds 7.02 7.95 7.3 7.68 7.31 7.73
3. Municipal bonds 0.89 0.84 1.04 0.87 0.38 0.40
4. Bank deposits 18.81 19.03 18.81 19.6 20.37 20.87
5. Mortgage bonds 10.97 10.99 11.24 9.07 11.92 12.78
6. Investment property 0.44 0.41 1.51 1.45 2.8 2.70
7. Investments abroad 0.59 0.79 0.00 0.38 0.51 0.68
8. Securities derivatives 0 0.00 0.24 0.00 0.00 0.00
Investments, total: 100.00 100.00 100.00 100.00 100.00 100.00
Source:     FSC, Social Insurance Supervision Division 
Table 11.  Insured individuals and funds transferred, by PIC, during the ﬁrst quarter of 2005 (net result)
Pension insurance companies (PIC)
UPF OPF VPF
Number of insured 
individuals
Funds,
in BGN
Number 
of insured 
individuals
Funds,
 in BGN
Number 
of insured 
individuals
Funds, 
in BGN
PIC Doverie AD -2830 -464514 54 220699 -77 121781
PIC Saglasie AD -1107 -203835 66 -3206 -21 -59465
PIC DSK Rodina  AD 1638 298208 94 180587 -8 -31914
PIC Allianz Bulgaria AD 2128 207609 -256 -611075 -57 -143117
“ING PIC AD -621 -4338 59 202448 121 154705
PIC CCB-Sila -286 -16641 -50 -70079 -67 -131254
PIC LUKoil Garant Bulgaria AD 80 22731 -18 12211 30 -10406
DZI Pension insurance AD 998 160780 51 68415 79 99670
Source:     FSC, Social Insurance Supervision Division 
Analysis of pension insurance and labor law in pre-election 
political platforms
In the months immediately preceding the general elections, 
most major political parties and coalitions made public 
their ideas on reforms in different areas of Bulgarian socio-
economic life and these proposals were subjected to in-depth 
discussions by the expert community. Part of these ideas 
for reforms have to do with the particularly sensitive pension 
and health insurance systems where adequate measures are 
needed to solve pressing current issues and ensure the long-
term ﬁnancial stability.
In the ﬁeld of pension insurance, all major political parties 
and coalitions declared their willingness and preparedness 
to reduce the social-insurance burden - something that the 
business community has been insisting on for quite some time. 
The heavy social security burden in Bulgaria continues to be 
one of the key elements of business environment impedes 
the generation of new jobs and the efﬁcient struggle against 
unemployment and undeclared employment. Another view that 
political parties and coalitions share in respect of the pension 
system has to do with the need for efﬁcient measures to further 
develop the system of supplementary pension insurance 
which is functioning as a capital-funded system. These shared 
positions in different parties’ pre-election show that bipartisan 
consensus is possible to upgrade the pension insurance model 
in these general aspects, but only the future will show whether 
will become a fact after the general elections. 
On the other hand, the differences in political ideas for changes 
in the pension insurance system lie both in the scope of 
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proposed reforms, and the methods to implement them. The 
signiﬁcant decrease of the social-insurance burden (by 15 
per cent) and the largest increase in the share of mandatory 
pension insurance (up to 50 per cent of the mandatory 
contributions to the “Pensions” Fund) is proposed by DSB, but 
without specifying how they are planning to solve the problem 
with the annual deﬁcit experienced by the “Pensions” Fund. 
The NMSII, for their own part, speak of the establishment of 
the so called “silver fund” in support of the ﬁrst pillar of the 
pension insurance system, into which ﬁnancial resources from 
privatization transactions, license fees and the ﬁscal reserve are 
to be transferred, but again without specifying how this fund is 
to be managed. Other variants proposing a similar fund are also 
present in the pre-election programs of other parties. Aiming to 
create incentives for entrepreneurial activity and investment in 
the country, the UDF is proposing that the budget take half the 
burden of employers’ social insurance contributions for a period 
of 10 years. BSP is the only party not showing any innovative 
thinking in this area although innovations are precisely what we 
need to support the social insurance model in Bulgaria in view 
of the unfavorable demographic trends and the problems faced 
by the labor market.
According to CED, the pension insurance model in Bulgaria 
should be improved in the direction of undertaking innovative 
efﬁcient measures to ensure the long-term ﬁnancial stability 
of state-ﬁnanced social insurance and establish a predictable 
effective investment and tax environment to develop the 
second and third pension insurance pillars. The positive trends 
registered in the system of state social insurance in 2004 
should be encouraged in the future: the real, although still 
inadequate, increase in pensions; the better collection rate for 
social insurance contributions (BGN 129.4 m more in 2004 as 
compared to the estimates); successful efforts not to allow for 
additional deﬁcit in the system; the efﬁcient functioning of NSSI 
controlling bodies on the collection of liabilities outstanding and 
low administrative costs of this public institution.
The political platforms analyzed earlier provide no direct answer 
to the question of whether it is the workers or the employers who 
are in a more pressing need of changes in labor law to guarantee 
their interests. Of note is the fact that all political parties are 
in favor of guaranteeing the equal treatment of both parties 
in labor relations. The key proposals for improvements to the 
Labor Code are related to the introduction of a minimum wage 
per hour, options for ﬂexible working time, the establishment 
of specialized labor arbitration courts for the speedy and just 
settling of labor disputes, encouraging employers to invest in 
better workplace conditions, providing tax breaks for investment 
in life-long education and the introduction of good international 
practices of corporate social responsibility and social dialogue.
According to various opinions from international sources, 
the ﬂexibility of the labor market in Bulgaria is seen as being 
adequate. According to ﬁgures supplied by the World Bank, 
Bulgaria enjoys better positions with respect to the regulation of 
employment both as compared to other countries in the region, 
and compared to developed countries from the Organization 
for Economic Cooperation and Development (OECD). US 
experience could be used as an example of good practices in 
establishing a ﬂexible labor market for European economies, 
including Bulgarian economy. According to the World Economic 
Forum team, Bulgaria’s strengths in respect of labor law are the 
relatively good ﬂexibility in establishing the wages in the country, 
the good ratio between the labor costs and labor productivity, 
the good practices on hiring and discharge of workers, the good 
level of employment of women in the private sector and the 
relative ease of hiring foreign workers. As weaknesses of the 
labor market are seen the inadequate legislation on maternity 
leave which negatively  inﬂuences the hiring of women, the 
negative “brain drain” process and the inefﬁcient performance 
of the struggle against poverty and inequality.
Healthcare Reform
Healthcare in pre-election political platforms. The 
inefﬁciently working healthcare model in Bulgaria has been the 
target of serious criticism for a long time both by the Bulgarian 
public and by EU ofﬁcials, but political will for reforms in this 
area seems relatively weak. This statement is conﬁrmed also 
by the results of a representative survey conducted by “Alpha 
Research” in late May 2005 regarding the areas of socio-
economic life, which, Bulgarians believe, are in the most 
pressing need for change because of the challenges posed by 
Bulgaria’s forthcoming EU membership. The main conclusion 
to be drawn from the results is that Bulgarian citizens (58 per 
cent of respondents) are least satisﬁed with the efﬁciency of 
the healthcare system. Bulgarian citizens are also very critical 
to the quality of the judiciary, the ﬁght against crime and the 
educational system. In the area of healthcare, discontent is 
mostly targeted at the very organization of health care and the 
conditions in healthcare facilities, and not so much at the quality 
of health services, which obviously shows that the healthcare 
model needs to be changed.
In their pre-election platforms, major political parties and 
coalitions in Bulgaria promise to take a number of measures 
towards reforming the healthcare system and ensure accessible 
and high-quality medical care if they are elected by Bulgarian 
citizens at the forthcoming general elections. It is, however, for 
the time being not clear how these reforms will be ﬁnanced. 
Most parties are in favor of keeping the size of the mandatory 
healthcare contribution and plan to gradually increase the 
resources allocated to the healthcare system to 6 or 8 per cent 
percent of GDP. 
The promotion of voluntary health insurance funds is an 
important positive similarity in the pre-election vows of major 
political forces as it shows that the enormous role to be played 
by these funds for the development of the Bulgarian healthcare 
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model is now recognized and acknowledged by the political 
class. Only the BSP has not yet succeeded in reaching this 
logical conclusion. The remaining parties and coalitions have 
similar views with respect to the functioning of these health 
funds which are expected to become a real alternative to the 
NHIF and to increase the competition in the health sector - 
which will, after all, guarantee a higher quality of health care 
services to Bulgarian citizens.
The question of whether the privatization of property in the 
area of healthcare will or will not be allowed found its almost 
direct answer in the ﬁve analyzed pre-election platforms of 
major political parties and coalitions – NMSII, BSP, UDF, DSB 
and BNU. This issue deserves the attention of the Bulgarian 
voter in view of the dead-end reached in health reform the 
hospital sector. All of these parties and coalitions plan to ensure 
conditions for competition between healthcare facilities and thus 
improve the quality of medical services and the more efﬁcient 
functioning of the sector. Only the BSP does not provide a 
direct answer to the question on the need for privatization in 
the area of healthcare. The fact that according to the BSP each 
patient must be granted free choice of medical establishment, 
as well as that healthcare services should be provided through 
personal debit cards to be used at all health facilities gives us 
grounds to suppose that this political party is also in favor of 
the equal treatment of all healthcare facilities (both state and 
private) because, according to its platform,  the “money follows 
the patient”.
DSB, BNU and UDF offer one common strategy for the 
privatization of health care facilities, namely – by ensuring 
guarantees that the core activity will be preserved, and also 
favorable terms for the existing medical staff in these facilities. 
According to the UDF, the state needs to preserve a blocking 
quota in the ownership of healthcare facilities. The NMSII is 
in favor of establishing public-private ownership on healthcare 
facilities but does not provide the strategy on how this is to be 
achieved. All political parties are in favor of state-run emergency 
medical services.
The wide-spread corruption in the healthcare sector is 
acknowledged by all major political forces and they propose the 
abolishment of cash payments and the introduction of personal 
electronic healthcare cards for patients for the payment of 
medical services. The introduction of e-healthcare in Bulgaria, 
through which the optimal and transparent of ﬁnancial resources 
in the healthcare system will be ensured, thus improving the 
effectiveness and quality of medical services, is also one of the 
EU-integration challenges to which the health sector needs to 
respond adequately in the near future. The free movement of 
patients within the EU, in which Bulgaria will also participate 
when the country is granted full Community membership 
requires the use of electronic healthcare cards by Bulgarian 
citizens.
A new industry is now developing in Europe involving the wide 
use information and communication technologies – the so 
called e-healthcare, which is part of the EU’s E-Strategy. Part of 
Bulgarian small and medium-sized enterprises (SMEs) should 
re-orient their company strategies in order to be successfully 
positioned on this new market as it could become an important 
source of competitiveness for the Bulgarian economy. Possible 
potential market niches for SMEs in Bulgaria is the development 
of electronic healthcare cards, the provision of online health 
services and the establishment of Europe-wide information 
networks in the area of healthcare which are also  important 
priorities in the E-Europe Action Plan 2005. Currently an inter-
ministerial taskforce established by Order of the Minister of 
Health, is in the process of drafting an E-Healthcare Strategy 
for Bulgaria; this paper is expected to respond adequately to 
the European challenges in this area such as:
• the legislative regulation of e-healthcare and personal 
data protection;
• the development of general standards and interaction of 
healthcare products, systems and services;
• solving the problems of safety and security at the 
technological and human resources level;
• ensuring patients’ mobility;
• exercising regular monitoring on the efﬁciency of e-
healthcare to identify in a timely manner problem areas 
and ensure that adequate measures are taken, and 
• introduce good practices in this area.
According to the Ministry of Health, the E-Healthcare Strategy 
for Bulgaria is expected to be included in the 2010 Action Plan 
and also in the roadmaps in four areas – pilot introduction 
of electronic healthcare cards, the launching of a health 
information portal, pilot project in medical services and a pilot 
project on e-prescriptions during treatment. The implementation 
of this strategy will be a major challenge to the next Bulgarian 
government, bearing in mind that the NHIF information system is 
still non-existent. The second competition for the establishment 
of the NHIF information system is currently conducted by the 
Ministry of Health and is monitored by the World Bank, but there 
are pessimistic expectations in the healthcare sector regarding 
the result of the competition and keeping the deadline for the 
launching of the information system by end 2006.
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In the ﬁeld of environmental policy, the following issues gained 
prominence during the review period: the transposition of the 
acquis, establishing priorities for future actions in the area 
of environmental protection over the 2007–2017 period, and 
Bulgaria’s preparation to participate in the EU emission trade 
mechanisms. 
Management of Environmental Activities 
In the context of Bulgaria’s EU Association Agreement, in June 
2005 the Directorate-General Enlargement of the European 
Commission publicly announced the preliminary assessment of 
the Commission’s monitoring on the implementation negotiation 
commitments37. 
Speciﬁcally regarding Bulgaria’s commitments on the 
Environment Chapter, the document puts emphasis on the 
need to take further action on the transposition of signiﬁcant 
aspects of the environmental acquis, “in particular as regards 
the Directive on Environmental Impact Assessment and in 
the areas of air quality, waste management, GMOs, noise, 
radiation protection”. Another important aspect of document 
is the European Commission’s recommendation for additional 
measures on establishing institutions’ adequate administrative 
and judicial capacity for the implementation of the transposed 
legislation. 
The conclusions and recommendation of Commissioner 
Fabrizio Barbaso can be regarded from several different points 
of view. On the one hand, they follow the logic of processes 
in the EU itself. After the EU’s latest enlargement the union 
reached a stage where the implementation of environmental 
legislation has become more difﬁcult and associated with an 
increasing number of stumbling-blocks. Irrespective of the fact 
that the European Union is much more efﬁcient in the area of 
environmental protection than other international organizations, 
the actual difﬁculties cast a shadow on the signiﬁcance of its 
legislation as a major tool to achieve the goals of European 
environmental policy. According to Commission report, 
difﬁculties related to the implementation of environmental 
legislation were the cause of one third of complaints sent by the 
Commission to Member-States in 2003: there were 88 cases 
related to the delayed transposition of environmental directives, 
in 118 cases the directives were incorrectly transposed and in 
95 cases Member-States failed to take into account “secondary” 
obligations derived from the directives38. Experience in the 
course of the past two years raised the issue of the economic 
effect of the procedures for environmental impact assessment 
and the inﬂuence of this mechanism on the productivity and 
competitiveness of economies.
Problems arising from the poor implementation of legislation 
brought to the top of the agenda of Community institutions 
and of Member States’ Governments the need to give new life 
to agreements so far reached as part of the Cardiff process 
and the implementation of the so-called “go green” concept 
of European strategies (the integration of the principles 
of sustainable development into Community policies and 
programs). This brought to the formulation of the “sustainable 
environmental growth” concept which aims to boost the growth 
of national economies while taking into account the principles 
of sustainable use of natural resources. The new approach 
pays special attention to reducing the administrative burden 
generated by the EU-level regulations directly related to business 
operations (this applies in the highest degree to the Integrated 
Pollution Prevention and Control Directive) and the use of 
ﬂexible ﬁnancial tools to reduce investment risks and create 
incentives for the introduction of environmental technology and 
environmentally responsible investments. Another important 
trend in the EU’s new approach to environmental issues is the 
inclusion of “soft” mechanisms in the implementation of severely 
restrictive regulations. An example of such a mechanism is the 
Open Method of Co-ordination, OMC that greatly relies on 
voluntary environmental impact tools, particularly when they 
are initiated at the local level or by business operators. 
Seen as a domestic issue, the ﬁnal result of the implementation 
of environmental legislation reﬂects the actual difﬁculties faced 
by public administration and the obvious lack of signiﬁcant 
improvement in the water, air and waste sectors which, in spite 
of the transposition of European directives, due to the lack of 
adequate models of activity management at the national and 
local level not only failed to result in the improved condition 
of environmental components but the use of natural resources 
turned into a source of social conﬂicts and tension. 
Environment-related economic mechanisms still do not take 
into account the pressing problems of existing enterprises. 
The business community’s opinion is that environmental 
requirements are hard to reconcile to the existing accounting 
and tax reports, and that the companies investing heavily in 
environmental protection suffer the greatest loss according to 
their ﬁnancial records. This damages the image of companies 
before their domestic and foreign partners, the banks and 
potential investors and sets the ground for unfair business 
competition. The country’s tax system is neutral towards the 
expenditures of companies for investing in environmental 
technology. When all is said and done, such an administrative 
approach generates an environment in which environmental 
sanctions and fees are seen by the business as an additional 
ﬁnancial burden and an obstacle to entrepreneurship.
Environment Operational Program 2007–2013 
The priorities of the Environment Operational Program are 
established as a step towards the preparation of Bulgaria’s 
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37 Texts are quoted from the Letter from Directorate-General Enlargement of the European 
Commission to the Mission of the Republic of Bulgaria to Brussels”, published on 13 June, 2005 
by Ministry of Foreign Affairs of the Republic of  Bulgaria, 
 http://www.mfa.government.bg/index.php?tid=14&item_id=11174
38 The future of EU environment policy: challenges & opportunities. A special report for the All-party 
Parliamentary Environment Group, Dec. 2004 
REPORT BY THE CENTER FOR ECONOMIC DEVELOPMENT48
National Development Plan 2007–2013. The plan itself is a 
strategic document needed for the negotiation of European 
Union structural funds in the amount of EUR 2.3 b. The negotiated 
funds will be divided on the basis of ﬁve operational programs, 
one of them entirely devoted to activities of the protection and 
restoration of the environment. Financed activities related to the 
sustainable use of natural resources are also envisaged in the 
operational programs in the ﬁelds of transport, energy and the 
special program devoted to the development of agriculture. 
The Operational Program on Environment formulated its major 
task as the “protection, improvement and restoration of the 
natural environment and the development of the environmental 
infrastructure for improving the quality of life of citizens and 
enhancing the investment opportunities of the economy”. 
On this basis, the speciﬁc program objectives are deﬁned in 
the area of improving the quality of water, the improve waste 
management and the protection of soils, improved quality of the 
ambient air and reducing the noise pollution, the conservation 
of bio-diversity and the natural environment. 
Of special interest to the business community are the priorities 
of the Operational Program on Environment, because 
companies will be allowed to participate in its implementation 
using their own projects which take into account the speciﬁcs 
of the Operational Program, namely the ﬁnancing of activities 
mostly at the national level in the following areas:
-    the construction of  waste water treatment infrastructure;
- development of infrastructure related to the management 
and treatment of waste; 
- the introduction of environmentally friendly technology 
to reduce the harmful emissions of large and mid-sized 
municipal fuel installations; 
- the closing down of illegal waste dumps and the restoration 
of polluted dumping sites;
- maintenance of monitoring systems on the quality of air 
and water; 
- investment activities in compliance with the plans for the 
management of protected territories; 
- SME monitoring in the most important economic sectors.
European greenhouse gas emission allowance trading 
scheme 
In connection with the implementation of Directive 2003/87/EC 
on participation in the European scheme for greenhouse gas 
emission allowance trading (ETS) Bulgaria started work on the 
preparation of National Plans for allowance allocations covering 
two periods: 2007–2008 and 2008–2012.  Currently, as a ﬁrst 
step towards the development of plans, a procedure is under 
way to identify the installations to be covered by the emissions 
trading scheme. A review of Bulgarian companies shows that 240 
enterprises are eligible to apply for the allocation of allowances. 
Allowances will be calculated according to the volume of previous 
pollution and planned emissions to be issued by the plants after 
the upgrading of installations. The requirement is applicable to 
plants with capacity of over 40 megawatts which will be required 
to install emission measuring devices by 2007. According to the 
National plan on Climate Change, 250 m tons of emissions are 
planned for participation in the European Trading Scheme. The 
inter-ministerial group is preparing a draft list of the operators 
of installations falling within the scope of the Directive whose 
activities and technical characteristics match the requirements 
of Annex № 1 on the Directive. Additional Information of interest 
to these enterprises and the data operators must submit to the 
Environment Executive Agency in order to participate in the 
allocation of trade allowances under ETS is published on the 
websites of the Ministry of the Environment and Water, the 
Ministry of Economy, the Ministry of Finance and of Energy and 
Energy Resources.39. The allowances for each enterprise will 
be allocated based on the list that is currently being populated. 
The operators of installations identiﬁed as eligible under the 
requirements of the Directive will be granted emission permits 
that will also contain the emissions monitoring and reporting 
schedule the enterprise will have to comply with. 
The second stage of distribution of allowances between sectors 
and installations is related to the criteria of Annex № 3 of the 
same Directive and is linked to historical data and projections 
on greenhouse emissions. A reserve of allowances will be 
established for newly-built installations. A mechanism is also 
envisaged for the purchase of allowances for installations that 
failed to apply for participation under the current procedure, and 
other new installations after the reserve allowances are spent.
Bulgaria’s pilot allowance allocation plan for 2007 will be 
prepared no later than April 2006 and must be approved by 
the European Commission. By this time, the country must have 
established a National Transactions Register as part of the 
Pan-European registration database keeping records on the 
issue, revocation and transfer of allowances by participating 
countries. 
The European emissions trading scheme is eagerly expected 
by Member States. Bulgaria’s participation, especially at this 
early stage of the implementation of the mechanism, is seen 
as a good opportunity for the national industry that will boost 
investment in environmentally friendly technology.
39 http://www2.moew.government.bg/
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The banking system still dominates the ﬁnancial sector and 
ﬁnancial intermediation in the country. Aggressive credit 
expansion in the past quarter was curtailed thanks to BNB 
credit regulation of April. Against the background of restricted 
bank credit, broad money stabilization over the past few months 
does not pose an immediate threat to the banking system. 
Nevertheless, we should watch closely whether the effect of the 
April regulation would wane and whether credit expansion would 
re-ignite. Another major event in the sector was the bankruptcy 
of the International Bank for Trade and Development, which 
had a sobering effect on the banking system, demonstrating 
BNB determination to perform its supervisory functions. 
Bank statistics40
Assets. Following the reported decline in assets in April, at 
the end of May total assets of the banking system increased 
again reﬂecting deposit base growth. Total assets increased, 
though insigniﬁcantly: by BGN 72,055 thousand (0.26 per cent) 
to BGN 27,578,273 thousand against deposit base growth of 
BGN 86,250 thousand (0.40 per cent). Over the past 12 months 
assets have grown by BGN 8,349,051 thousand, or 43.42 per 
cent. 
Deposits. From the beginning till end of May deposits of 
nonﬁnancial institutions (NFI) increased by BGN  428,774 
thousand (2.49 per cent), offsetting the decline in deposits 
of ﬁnancial institutions by BGN 342,524 thousand (7.84 
percentage decline). Term deposits of nonﬁnancial institutions 
increased most substantially – BGN 343,680 thousand, or 4.15 
percentage growth for a month. Demand deposits and savings 
deposits of NFI also increased steadily – a growth of 0.81 per 
cent (BGN 54,625 thousand) in term deposits and 1.39 per 
cent  (BGN 30,469 thousand) in savings deposits. Compared 
with April, deposits denominated in currencies other than 
euro increased most, growing 6.39 per cent (BGN 208,386 
thousand), followed by euro-denominated deposits – 3.77 per 
cent (BGN 203,244 thousand), while lev-denominated deposits 
by NFI grew by a mere 0.20 per cent (BGN 17,144 thousand). 
Over the last twelve months, deposits of ﬁnancial institutions 
rose by BGN 2,033,058 thousand (101.79 per cent), those of 
nonﬁnancial institutions by BGN 4,723,835 thousand (36.56 
per cent), and the deposit base by BGN 6,756,893 thousand, 
or 45.30 per cent. 
Funds for ﬁnancing. The total amount of funds for ﬁnancing 
(deposits, long-term and short-term borrowings) accounted for 
BGN 23,464,315 thousand (a decline of 0.12 per cent on April, 
respectively an increase of BGN 7,488,005 thousand, or 46.87 
on last year’s same period).
Lending. Despite an ongoing reduction in commercial loans by 
BGN 162,365 thousand, at the end of May an increase in gross 
loans for the system was reported (though insigniﬁcant) by 
BGN 23,621 thousand (0.15 per cent). The total loan portfolio 
at the end of the month reached BGN  16,283,534 thousand, 
and BGN 15,703,021 thousand taking account of allocated 
provisions, i.e. a decline of BGN 21,667 thousand (0.14 per 
cent) in net loans occurred compared with April. Residential 
mortgage loans grew at the previous month’s pace – 7.24 per 
cent (BGN 95,692 thousand) whereas consumer loans grew 
less  – 2.67 per cent (BGN 89,952 thousand). However lev 
loans were in greatest demand for both types of loans – some 
2/3 of newly extended residential loans and 85 per cent of 
consumer loans were granted in local currency and almost all 
the other loans were denominated in euro. According to bank 
group, banks from Group II reported highest growth, their 
gross loans increasing by BGN 59,671 thousand (1.91 per 
cent), followed by banks from Group I – BGN 33,056 thousand 
(0.27 per cent), while branches of foreign banks shrank their 
loan portfolio by BGN 69,106 thousand (6.51 per cent). A loan 
portfolio reduction occurred in 13 banks and two foreign banks’ 
branches. Over the past 12 months the system’s loan portfolio 
has increased by BGN 5,291,670 thousand (48.14 per cent), 
mainly attributable to commercial loans (up 37.81 per cent or 
BGN 2,948,022 thousand), consumer loans (63.08 per cent 
or BGN 1,337,704 thousand) and residential loans (161.53 
per cent or BGN 875,587 thousand). Due to ongoing dynamic 
processes in lending the share of the banks’ loan portfolio in 
total assets grew sizably, from 55.12 per cent at May 2004 
to 56.94 per cent at May 2005. Loan substitutes and other 
off-balance sheet commitments decreased by BGN 101,508 
thousand within a month but they marked a steady upward 
trend (by BGN  1,893,225 thousand or 64.12 per cent) over a 
twelve-month horizon. 
 
The other balance-sheet aggregates displayed the following 
dynamics: cash increased by BGN 129,228 thousand (5.41 
per cent) and their share in the system’s assets remained 
unchanged  – 9 per cent. Claims on ﬁnancial institutions in May 
decreased by BGN 81,922 thousand (1.84 per cent) due to their 
reduction in 15 banks, but this did not cause a reduction of their 
share in total assets – 16 per cent. Assets in trading portfolio 
also declined within the month, by BGN 33,784 thousand 
(1.74 per cent), retaining their share in assets – 7 per cent. 
Investment portfolio increased by BGN 67,948 thousand for a 
month, or 3.90 percentage growth as a whole in terms of higher 
investments for sale.   
Over the past 12 months cash has increased by BGN 1,086,177 
thousand. (75.97 per cent), claims on ﬁnancial institutions 
by BGN 1,767,564 thousand (68.20 per cent), and assets 
in trading portfolio by BGN 343,783 thousand (22 per cent). 
Investment portfolio is the only asset that has declined over 
the one-year horizon – BGN 121,977 thousand (6.31 per cent). 
In the month under review short-term and long-term loanable 
funds decreased by BGN 102,264 thousand and BGN 12,230 
thousand, аnd the opposite trend occurred over one-year 
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horizon  – a decline by BGN 36,941 thousand in the former 
and an increase by BGN 768,053 thousand (96.55 per cent) in 
the latter.
 
At the end of May the banking system reported a current ﬁnancial 
result (proﬁts) of BGN 200,851 thousand, up by 18,953 thousand 
(10.42 per cent) on April, and by BGN 31,701 thousand (18.74 
per cent) on the same period of 2004 respectively.
Latest BNB regulation
Need for the regulation. In the previous quarterly report 
(April 2005) we focused on the BNB regulation of 22 February 
2005 aimed to stabilize growth in credit to the private sector at 
a moderate level, which could be maintained in the medium 
term without threatening the stability of the ﬁnancial system. 
Following a detailed analysis of the methods of its evasion and 
the weaknesses embedded in it, we forecast that the regulation 
would have to be “repaired” in the near future, probably in May 
or even in April. The BNB reacted quickly and in April it added 
some enhancements inhibiting evasion of the regulation, though 
its weaknesses were not addressed, the main one being its 
administrative nature.  Nevertheless, the latest regulation was 
very efﬁcient in curtailing credit.
Essence of the regulation41. On 21 April 2005 the Governing 
Board of the Bulgarian National Bank adopted changes in  
(1) Regulation № 8 on the capital adequacy of banks,  
(2) Regulation № 9 on the assessment and classiﬁcation of 
banks’ risk exposures and the allocation of provisions for 
impairment losses, and 
(3) Regulation № 21 on the minimum reserve requirements 
maintained  by banks with the BNB. 
These changes offset the extremely high growth of credit 
to private sector generated in the last week of March and 
by changing authorized growth rates in individual quarters 
commercial banks were given the opportunity to adapt gradually 
to the change.  The entire package of changes continued the 
policy started in 2004 of stabilizing growth rates in credit to 
private sector to a moderate level, which could be maintained in 
the medium run without threatening ﬁnancial stability.  Speciﬁc 
changes in the three regulations are as follows: 
Changes in BNB Regulation  № 21 
1. The amount of the loan portfolio at 31 March 2005 is 
retained as a base of reporting credit growth. The speciﬁc 
change is for banks with total amount of outstanding loans 
on 31 March 2005 exceeding by 4 per cent the outstanding 
amount on 28 February 2005 where the base of reporting 
will be the amount at 28 February 2005 increased by 4 per 
cent. 
2. Introduced is reporting on a daily basis of the amount of 
loans and the data required for calculating the ratio of the 
sum total of loans granted by banks and risk-weighted off-
balance sheet items equalized to balance-sheet assets 
less equity to the amount of borrowed funds from persons 
other than banks and nonbank ﬁnancial institutions. 
3. The quarterly growth rate determined by the central bank 
is calculated as growth in the mean value of the loans at 
the end of every business day.
4. The average growth rates set are:
o for   3-month period –   5.0 per cent;
o for   6-month period – 12.5 per cent;
o for   9-month period – 17.5 per cent;
o for 12-month period – 23.0 per cent.
5. Expressed in growth rates at the end of the period, the set 
rates are: 
o for   3-month period – 10 per cent;
o for   6-month period – 15 per cent;
o for   9-month period – 20 per cent;
o for   12-month period – 26 per cent.
Higher growth rate set for the ﬁrst quarter of the regulation 
allows commercial banks to gradually comply with the regulation 
following extremely high growth rates in March. 
Changes in BNB Regulation № 8 
• Exclusion of current proﬁt from commercial banks’ capital 
in calculating the capital base. Currently the regulation 
permits in the middle of the year the audited current year 
proﬁt to be included in the capital base.  The change will 
preclude the possibility for current year proﬁt   to be used as 
capital support in maintaining credit activity of commercial 
banks.
• Introduction of capital adequacy monthly reporting. 
This would provide BNB with orderly information for the 
purposes of monitoring this indicator.
Changes in BNB Regulation № 9 
Abolished is the possibility of reclassifying graded assets to a 
lower risk group immediately after removal of the ground for 
reclassiﬁcation. The old regulation, which had been applicable 
by the end of 2002, is restored, introducing a 6-month period 
upon expiry of which classiﬁed assets could be reclassiﬁed. 
During that period, the debtor will have to prove it has steadily 
improved its ability to service the loan. 
Changes in the regulations come into force three days after 
their promulgation in the State Gazette. The Bulgarian National 
Bank reserves the right to take further steps in order to ensure 
balanced and sustainable growth of credit to the private 
sector.  
41 According to the BNB press release of 22 April 2005.
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Weaknesses of the regulation. Although the regulation is 
efﬁcient, it does not  address the main weaknesses introduced 
with the previous regulation. The current regulation still 
neglects: (1) bank size, (2) capital adequacy, (3) types of loans, 
(4) collateral, (5) maturity, and (6) currency structure. 
Effect from the regulation. The regulation was necessary and 
it deﬁnitely achieved the desired effect. Already there are clear 
signals that particular banks have put on the brakes in granting 
new loans as the amount of their portfolios comes close to the 
values against which they would owe reserves to BNB.   
The regulation contributed to credit contraction, in other words, 
it not only led to a reduction in credit expansion but even to 
a negative credit growth, i.e. decrease of domestic credit in 
absolute terms.  Below are the values of domestic credit for the 
whole banking system at the end of relevant periods:
• April – BGN 16.0 billion,
• May – BGN 15.7 billion,
• June –  BGN 15.5 billion. 
The decline in April is partly due to reversal/repayment of 
artiﬁcially boosted loans in March, while the fall in June 
compared with May, i.e. approximately 2 months from regulation 
adoption, could hardly be ascribed to the “reversal” of the loans, 
but rather reﬂects the improved efﬁciency of the regulation.  
Medium-term expectations.  Although we declare success for 
the regulation in the short-term, we still have reservations as 
to its long-term efﬁciency. We still argue that its administrative 
nature ultimately dooms it to inefﬁciency. For sure, banks need 
some time to ﬁnd the optimal way to circumvent it and to put 
into practice these plans.   
Currently the most appropriate strategy for circumventing the 
regulation is considered to be the transfer of loans abroad to 
the parent bank. This way the subsidiary bank reduces the 
amount of its loans, circumventing the requirement for payment 
of extra reserves. To the best of our knowledge, a bank from 
Group I has resorted to such a measure, transferring to its 
“parent” abroad BGN 100 million to BGN 150 million from its 
portfolio.  This information will be conﬁrmed or denied once the 
BNB publishes the quarterly reports of commercial banks as 
well as the approximate ﬁgure of the amount in question.  
The experience of our neighbour Croatia suggests that with 
administrative constraints, commercial banks try every time to 
circumvent each regulation and renew their credit expansion 
within 6 – 9 months, sometimes even faster. In these 
circumstances, we could expect the effect of the regulation 
to wane in the third quarter of this year, credit expansion to 
accelerate again in the fourth quarter, and BNB to react 
accordingly at the beginning of next year.  It should be noted, 
however, that these terms are of speculative (forecasting) 
nature and they should be treated as indicative. In our view, 
only market measures could have a  sustainable, long-term 
effect. 
The bankruptcy of IBTD  
On 14 June 2005, the bank license of International Bank 
for Trade and Development AD (IBTD) was revoked due to 
insolvency. Following the analysis of the ﬁnancial standing 
carried out by the appointed receivers of the bank, it was 
established that IBTD was in a state of insolvency within the 
meaning of Article 21, para. 2, item 2 of the Law on Banks. 
Based on the report of the receivers to the BNB as well as the 
balance sheet, income statement and other reports required 
under BNB regulations enclosed to it, the BNB Banking 
Supervision Department established that at the end of May the 
bank’s total liabilities exceeded its assets by BGN 19,184,000. 
Based on the thus formulated facts, which were not challenged 
by the bank, it could be reasonably assumed that IBTD was in 
a state of insolvency, i.e. in bankruptcy.
In consideration of the above and pursuing its obligations, the 
BNB revoked the bank license of IBTD and petitioned from court 
to initiate bankruptcy proceedings and the receivers appointed 
were to continue exercising their powers until appointment of 
an assignee of bankruptcy for the bank.
In this regard, the issue of the order of re-payment of deposits 
arose. The Bank Deposit Insurance Fund (BDIF) ofﬁcially 
explained the following. Pursuant to Article 23 of the Law on 
Bank Deposit Insurance (LBDI), BDIF shall pay the liabilities of 
the respective bank to its depositors up to the insured amounts 
when the BNB has revoked the bank license of a bank. 
Within 15 days from BNB decision on revocation of the license, 
the appointed receiver, liquidator or assignee in bankruptcy 
shall submit to the Managing Board of BDIF written information 
on the bank’s deposits. Within 15 days from receipt of such 
information the MB of BDIF shall announce in at least two 
central dailies the day from which depositors of the bank could 
receive payments from BDIF, as well as the bank through which 
such payment will be made. Repayment of deposits by BDIF 
shall start no later than 45 days from the date of the decision 
on the revocation of the bank license. According to the latest 
changes of LBDI, effective as of 12 April 2005, the Fund shall 
guarantee the full repayment of the deposit amounts to a single 
person in a bank, regardless of the number and their amount, 
up to BGN 25,000. 
Guaranteed are deposits in lev and foreign currency of physical 
persons and legal entities. Where deposits in foreign currency 
are concerned, the depositor shall be paid the lev equivalent 
of the guaranteed amount of the deposit at the BNB exchange 
rate on the day of payment of the deposit guarantee.
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Since the announced initial day of payment every depositor 
shall receive from the bank with the revoked license a certiﬁcate 
of the guaranteed amount of his deposits against presentation 
of a document of deposit and identity document and signs 
signing of a written declaration. By virtue of this declaration the 
depositor warrants that he is not a connected person with the 
management and supervisory boards of the bank, the auditors 
or shareholders with over 5 per cent stake. Any depositor may 
receive payment on the guaranteed amount of his deposits 
against presentation of the certiﬁcate at the servicing bank.   
The case of IBTD shows that regardless of the general stability 
of the banking system, cases of banks falling into insolvency are 
not excluded. Moreover, a group of banks have accumulated 
problems from past periods and best practices in corporate 
management and banking have not been fully observed yet. 
In this case, the BNB acted decisively and this should have a 
further disciplining effect on the banking system.  
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General trends 
The second quarter of 2005 is characterized by two major 
groups of events. The ﬁrst one refers to changes in the capital 
market regulation and the second one reﬂects the longest 
downward trend in prices of companies traded on the stock 
exchange over the past three years.
Probably in expectation of parliamentary elections and results, 
participants in the securities markets traded cautiously which 
resulted in a certain fall in total turnover of the Bulgarian Stock 
Exchange - Soﬁa AD compared with the previous quarter. The 
trend toward a slight fall in prices typical of the previous quarter 
sustained.  This led to a record long period of decline in the 
market capitalization of the stock exchange following a nearly 
three-year growth in prices of almost all traded issues.
Figure 20. SOFIX dynamics in the period 01.01.2005 
– 30.06.2005
Figure 21. BG40 dynamics in the period 02.02.2005 
– 30.06.2005
Despite the less active trade, the past quarter is characterized 
by increased number of corporate events. This is consistent 
with the fact that in the second quarter annual shareholders’ 
meetings are held on the one hand, and on the other hand it 
should be noted that a trend outlined of closed-end companies’ 
increased interest in capital market ﬁnancing. In conﬁrmation of 
this are the following decisions of the FSC in the past quarter:   
• Licenses were issued to three new special investment 
purpose trusts to carry out securitization of real estate: 
Elana Farm Land Fund ADSITZ; Active Properties ADSITZ 
and Park ADSITZ. 
• The prospectuses of the following investment funds 
and companies were approved: open-end investment 
company SGAM Fund – Luxembourg (with seven sub-
funds); the mutual fund Capital Invest Guaranteed Basket 
2010; open-end investment company Elana High Yield 
Fund AD.
• The prospectuses of the following three bond issues were 
approved: 
- one for secondary public offering to a total par 
value of EUR 3 m., issued by HypoCredit AD 
– Soﬁa;
- two for primary public offering – municipal bonds 
of Shumen municipality amounting to BGN 4 m. 
and mortgage bonds to the amount of EUR 2 m. 
issued by Economic and Investment Bank AD.
• The prospectuses of two primary publicly offered shares 
were approved: shares to the total par value of BGN 1.5 
m. issued by Stardjan Aquafarms Bulgaria AD – Soﬁa; and 
shares to the total par value of BGN 710 thousand issued 
by Web Media Group AD. 
• A prospectus for secondary public offering of shares 
of TRANSCART AD – Soﬁa was approved, the issue 
amounting to BGN 5 m.
The process of deregistration from the public register and hence 
termination of trading on the stock exchange of companies from 
the ﬁrst wave of mass privatization has not been completed yet. 
In the past quarter, 10 auction bids for purchase of shares by 
public companies were submitted, aimed at subsequent closing 
of the companies (deregistration from the public companies 
register). The tender bids refer to the following companies: 
(i) Lukoil Neftohim Burgas AD – Burgas; (ii) Parvomay BT 
AD – Parvomay; (iii) Monolit Stil AD – Burgas; (iv) Krameks 
AD – Soﬁa; (v) Bentonit AD – Kardjali; (vi) Intertravelservice 
AD – Soﬁa; (vii) Mashstroy AD – Troian; (viii) Bulgaria – K Ad 
– Kazanlak; (ix) Eztur Ad – Soﬁa; (x) Oil and Gas Exploration 
and Extraction EAD – Pleven.  
The main conclusion about the Bulgarian capital market is 
that despite the clearly positive trends in its development, its 
efﬁciency is still inadequate. The latter leads to the loss of large 
and attractive companies traditionally preferred by investors. 
Deregistration from the public register of Lukoil Neftohim 
Burgas will have a long-term effect on the still fragile stock 
exchange liquidity. The last day of trading of that company’s 
shares was 30 June. Therefore the main goal in the strategy 
for the development of the capital market on BSE – Soﬁa is to 
enhance stock market attractiveness and to acquire new, high 
quality issuers.   
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At the end of the past quarter, BSE – Soﬁa presented 
to the investment community its joint project with 
Symex Economics – BSE – GRAPHIC OPERATOR.
BSE – GRAPHIC OPERATOR maintains options for on-line 
monitoring and analysis of the stock exchange trade in the form 
of the following types of ﬁgures: Continuous Chart; Bar Chart; 
“Japanese Candles” Chart. 
BSE – GRAPHIC OPERATOR also has many other options 
that allow easy and expert analysis of stock exchange prices. 
BSE – GRAPHIC OPERATOR is easily accessible through a 
link from the main website of the stock exchange: www.bse-
soﬁa.bg. BSE – GRAPHIC OPERATOR will be provided free 
of charge during its promotional period by the end of 2005. In 
this period, it will operate with 20-minute delay from real-time 
trading.
Stock exchange trading (excluding the privatization 
market and the market of compensatory instruments and 
investment vouchers)42
Market capitalization. Both indicators of stock price 
movement, the SOFIX index and the more general index 
BG-40, develop a sustained downward trend. The value of 
the ﬁrst index has declined by some 13 per cent in the past 
three months, and the fall in the value of the second index is 
some 12 per cent. This inevitably reﬂected on the total market 
capitalization of BSE – Soﬁa, which amounted to BGN 8.5 
billion at the end of June, a decline of BGN 200 m. compared 
with end-March. 
Table 12.  Market capitalization of BSE
Market capitalization 
(BGN) 30.06.2005 31.03.2005 31.12.2004
Ofﬁcial market of 
shares, segment A 113 699 897 48 124 419 53 424 836
Ofﬁcial market of 
shares, segment B 645 816 640 714 313 964 423 328 539
Ofﬁcial market of 
shares, segment C 1 178 390 108 1 317 507 266 898 123 568
Unofﬁcial market of 
shares 6 535 227 706 6 659 298 902 2 658 327 856
TOTAL 8 473 134 352 8 739 244 552 4 033 204 800
Turnover, trading volume, and liquidity. The turnover of 
BSE – Soﬁa in the second quarter declined by some BGN 
179 m., or over 30 per cent. The main reason for the decline 
is the downward trend in prices of almost all actively traded 
companies. One of the few exceptions is BTC AD, which 
marked a certain growth. One of the possible reasons may be 
the decision of the GMS of the company to “split” the shares by 
reducing their par value from BGN 35 to BGN 1. Theoretically, 
the liquidity of BTC AD could increase 35 times. The stock split 
of BTC shares is a technical operation that does not cause 
changes in the ﬁnancial standing of the company, but forms 
positive expectations among investors. The lack of supply of 
high quality shares in Bulgaria at affordable prices for the mass 
investor has proved that the market usually gives premium in 
the price of the new shares in cases of splits. For sure, the 
telecom outlines as the most liquid position on the market, 
regardless of the small free-ﬂoat of the company. 
It should be noted that the decline in the stock exchange 
turnovers is due not only to the fall in prices but most of all to 
the limited market demand and supply. 
42 The source of all data on the statistics of the capital market is BSE – Soﬁa. 
Table 13.  Market statistics of BSE – Soﬁa for Q1 and Q2 of  2005 
 Market
2q 1q
Lots Turnover (BGN) Lots Turnover (BGN) Transactions
Ofﬁcial market of shares, segment A 1 530 549 5 452 316 3 106 1 005 960 6 227 067 13
Ofﬁcial market of shares, segment B 764 245 4 793 789 1 247 3 199 829 18 186 758 3 070
Ofﬁcial market of shares, segment C 3 978 736 25 078 622 22 623 8 045 431 50 197 954 27 483
Unofﬁcial market of shares 8 158 861 249 093 322 25 776 9 382 707 215 408 924 34 878
Unofﬁcial market of bonds 20 984 34 224 758 146 34 655 60 491 035 227
Ofﬁcial market of corporate bonds 17 870 19 326 915 70 7 545 8 476 638 72
Unofﬁcial market of other securities 4 142 229 704 258 393 2 138 181 2 683 090 228
Unofﬁcial market of CI 53 519 597 36 210 716 16 057 193 027 637 191 889 804 19 378
Total 72 133 071 374 884 697 69 418 216 841 945 553 561 269 85 349
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In the second quarter of the year 69 418 transactions were 
concluded, some 16 000 less than in the ﬁrst quarter. Even more 
drastic is the decline in traded lots (market lots of securities). 
The turnover in lots for the second quarter is a mere 33 per cent 
of that reported in the ﬁrst quarter.
Table 14.  Average daily liquidity of BSE – Soﬁa for Q1 
and Q2 of  2005
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Ofﬁcial market of shares, 
segment A 87 941 50 98 842 0
Ofﬁcial market of shares, 
segment B 77 319 20 288 679 49
Ofﬁcial market of shares, 
segment C 404 494 365 796 793 436
Unofﬁcial market of shares 4 017 634 416 3 419 189 554
Unofﬁcial market of bonds 552 012 2 960 175 4
Ofﬁcial market of  corporate 
bonds 311 724 1 134 550 1
Unofﬁcial market of  other 
securities 11 359 6 42 589 4
Unofﬁcial market of  CI 584 044 259 3 045 870 308
Total 6 046 527 1 120 8 786 687 1 355
The analysis of average daily liquidity indicators conﬁrms the 
above conclusions. The average daily turnover of the stock 
exchange has declined by 31 per cent and the average daily 
number of transactions by 17 per cent. The turnover on ofﬁcial 
markets declined most signiﬁcantly in contrast to the unofﬁcial 
market where the trend is upward. One of the main reasons is the 
auction offer for purchase of shares of Lukoil Neftohim Burgas AD 
– Burgas, as a result of which many investors sold their shares to 
the majority owner of the company. The decrease in the average 
daily number of transactions is less than the fall in turnovers in 
BGN. The greatest decline occurred in the number of transactions 
on the ofﬁcial market of shares, segment C, and on the market of 
compensatory instruments and investment vouchers.
Figure 22. Structure of trading by industry in Q2 of 
2005 
The ﬁgure about the structure of trading by industry shows a 
dominant role of holdings (former privatization funds) in the 
formation of turnovers on the capital market in the country. 
The main reason for this is the presence of a great number 
of small shareholders in these companies and hence their big 
free-ﬂoat.
Over 90 per cent of capital market turnover is formed by 
companies in three industries. Industries which are generally 
assumed with traditionally strong presence on the capital 
market have a small share in the turnovers of BSE – Soﬁa. 
There are two main reasons for this: 
• the existing trend toward concentration of corporate 
ownership in public companies affects adversely the 
liquidity of these companies;
• a signiﬁcant share of the largest and most attractive 
companies are not public yet or even worse – they have 
left the public domain.
Obviously the capital market in Bulgaria has deﬁciency of 
high quality shares and this gap is ﬁlled in the recent years 
by privatization through the stock exchange and compensatory 
instruments. However, these are temporary processes and 
could be viewed only as short-lived drivers of the market in 
the period of its evolution. If the capital market fails to attract 
sufﬁcient critical mass of issuers and issues to respond to 
investor needs, there is a real threat of a severe liquidity crisis 
after the ﬁnalization of privatization and termination of trade in 
compensatory instruments. As we have already mentioned, 
trends have emerged of increased interest by new issuers in 
the public securities issues. The past year and a half could 
be deﬁned as a period of expansion of investment companies 
such as standard open-end investment funds and companies 
with special investment purpose. However, these processes 
have not reﬂected signiﬁcantly on the market and the main 
problem continues to be the lack of new large issuers of shares 
providing sufﬁcient volume in the hands of investors (sufﬁcient 
free-ﬂoat), thus achieving actual liquidity of their shares.
Compensatory instruments 
Compensatory instruments were among the traditionally most 
liquid ﬁnancial instruments on the stock exchange in the 
past quarter. Prices and turnovers of these instruments also 
declined although their price is affected by speciﬁc factors such 
as the quantity and quality of assets offered by the state for 
privatization against such instruments. The lack of privatization 
procedures in the past quarter had a dramatic effect on the 
turnover in compensatory instruments of BSE  – Soﬁa, declining 
more than 5-fold compared with the previous quarter.
On 30 June the validity of investment vouchers expired. The last 
month of trade in these vouchers is characterized by intensive 
trading as a result of the desire of many Bulgarian citizens to 
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sell their vouchers before 30 June. Surprisingly, investment 
vouchers preserved a relatively constant price by the end of 
this term. Despite the lack of centralized public auctions, except 
one, there was constant demand for investment vouchers 
almost by the last moment of trading.
Figure 23. Price dynamics of CI and IV in the period 
01.01.2005 – 30.06.2005
Regulatory framework development 
The latest amendments to the Public Offering of Securities 
Act (POSA) came into force on 10 May, published in the State 
Gazette, issue 39/2005. The main motives for the amendments 
reﬂect the need for harmonizing Bulgarian legislation with 
acquis communataire and speciﬁcally the regulation of: 
• investment intermediaries; 
• managing companies; 
• collective investment schemes. 
Another motive for the amendments are established weaknesses 
in the implementation of POSA.
The major changes in the law concerning investment 
intermediaries (II) are associated with the provisions of 
Directives 93/22ЕЕС and 2004/39/ЕС. Extended is the scope 
of activities for which II are required to obtain license, i.e. the 
scope of license activities is extended. Capital requirements 
to investment intermediaries are increased in accordance with 
the provisions of Directive 93/6/ЕЕС and come into force on 1 
January 2006. The Single European Passport is introduced, i.e. 
mutual recognition of licenses in the European economic area.
One of the most debated amendments of POSA is the 
setup of a Compensation Fund for investors in securities in 
accordance with Directive в 97/9/ЕС. The Fund is a collective 
body whose members are elected by the FSC on a proposal 
by the Association of Commercial Banks and professional 
organizations of II. The main discussions refer to the amount 
and method of determination of II contributions to the Fund. 
The initial maximum amount of compensation per client by the 
Fund is BGN 12 000. It is envisaged to reach BGN 40 000 by 
2010.
Another signiﬁcant amendment to POSA is the regulation of 
contract funds as a form of collective investment in securities 
in connection with harmonization of Bulgarian legislation with 
Directive 86/611/ЕСС. Contract funds are an alternative to 
investment companies, the main difference being the absence 
of an autonomous managing body for the funds. The assets and 
activity of contract funds are managed by a licensed managing 
company.
The minimum capital required for granting a license to a 
managing company is increased from BGN 100 thousand to 
BGN 250 thousand. 
A new requirement of POSA is that all companies having more 
than 10 000 shareholders must register as public companies.
The amended POSA provides for amendments to the 
Privatization and Post-Privatization Control Act and BSE – Soﬁa 
and the Central Depository are removed from the prohibitive 
list for privatization. This is a clear sign of the intention of the 
government for full privatization of the two institutions in the 
future.
Meanwhile, amendments and supplements to Regulation No. 1 
of the FSC on the requirements to investment intermediaries’ 
activity came into force in mid-June. The main purpose of these 
amendments is to restrict and probably eliminate the activity 
of so-called gray brokers and their negative impact on the 
credibility of the capital market among individual investors. 
More stringent requirements were introduced in regard to 
acceptance of orders for securities transactions and in regard 
to secondary control of the process by the internal audit unit 
of every licensed investment intermediary and its functions 
and responsibilities. It is too early to determine whether the 
provisions would fulﬁll their goal; nevertheless their adoption 
would support the credibility of the market.  
In June the FSC adopted on ﬁrst reading a draft Regulation on 
inside information and insiders, unfair dealing and manipulation 
of the securities market.  This regulation is provided for in POSA. 
Its establishment is also provoked by the need of harmonization 
with the provisions of Directive 2003/6/ЕС on insider dealing and 
market manipulation (combined in the collective term “market 
abuse”43). This directive gives detailed deﬁnitions of insider 
information, dealing in such information and manipulations. It 
reﬂects the latest trends and requirements to Member States 
for structuring supervisory functions and their exercise. 
In the second quarter of the year the long prepared amendments 
to the Rules of the stock exchange came into force, concerning 
43 Insider dealing and market manipulation (market abuse).
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mainly the regulation of trade and the rules for exercise of 
efﬁcient supervision on the behaviour of market participants. 
The amendments provide for stricter and more accurate 
interpretation of actions that potentially could be deﬁned as 
manipulative and in variance with the generally accepted 
trading practices, at the same time providing for imposition 
of heavier penalties by the stock exchange for violation of 
such provisions. On the other hand, it could be stated that the 
changes contribute to the operational ﬂexibility of the institution 
in the exercise of its supervisory function in view of the need to 
respond quickly to emergencies threatening the stability of the 
securities market. 
It should be noted that actions associated with manipulation of 
the securities market and closing of deals on the basis of inside 
information are incriminated in almost all European legislations. 
Although Bulgarian practice is lagging behind in this ﬁeld the 
speciﬁed amendments to the rules of the stock exchange are a 
positive step forward in this direction.
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Energy sector development continued in line with current 
Government priorities. The ﬁnal decision of the Government 
“for” the constriction of new nuclear capacity will be of vital 
importance for sector’s advancement.  The free electricity 
market is still in a toddler stage. At the same time, electricity 
prices in the regulated segment were in the focus of attention of 
the regulator, the private business and the media. The natural 
gas market signaled optimistic developments. International 
market oil and fuel prices remained unstable. 
Nuclear Power Capacities
2000 MW of new nuclear power capacities will be built on the 
Belene NPP site. The Government took its ﬁnal decision on 
the issue only a few months before the parliamentary elections. 
The biggest Bulgarian infrastructure project was reopened in 
an environment of many pros and cons for new nuclear power 
capacities. The political risk of possible project termination 
upon change of government was pointed as major argument 
against the construction of the nuclear power plant.
Project implementation will start under the next government. 
Thus, there are two critical points for the future development 
of Belene NPP. The ﬁrst concerns the ruling party or coalition 
after the elections, or rather its fundamental attitude to new 
nuclear power capacities. The second point, which is largely 
conditioned by the answer to the ﬁrst question, concerns the 
involvement of the State and the private business in project 
implementation.  
Drawing on the results of the survey, which CED conducted 
among the parties having the biggest chance to form the 
next Parliament, one can make the conclusion that the risk of 
project termination is not big. None of the inﬂuential parties has 
declared itself to be deﬁnitely against the construction of new 
nuclear power capacities. BSP and NMSS are unconditionally 
“for” the construction of Belene NPP, whereas DSB and UDF 
believe that the decision to build new nuclear power capacity 
on the site in Belene has been taken in shortage of strong 
arguments and absence of comprehensive analyses.
Political parties differ in their positions on the distribution of the 
risk between and the involvement of the State and the private 
business in project management. Different are also the views 
about the place to build the new capacities. 
In the view of the Bulgarian economy, the most efﬁcient project 
implementation would be to transfer the risk and its proportionate 
yield to the private sector. Thus, taxpayers’ money could be 
redirected to alternative projects like building new roads and 
improving the existing road infrastructure or to projects, which 
do not generate direct economic proﬁtability hence it is more 
difﬁcult for the private sector to ﬁnance and implement them. 
Taxpayers will beneﬁt more if funds are channeled to road 
infrastructure. The building and operation of new 2000 MV is an 
investment project of very long operational life, which requires 
sizeable initial investment. Thus, the point at which the project 
will become proﬁtable, i.e. funds will begin to ﬂow in the state 
budget, is far ahead in time. Besides, the price of the electricity, 
which the new power plant will sell in its early operational stage, 
will be formed on a market principle within the Single Electricity 
Market of the European Union. Hence, household prices will 
not be preferential. 
If the project is transferred to the big strategic investors, they 
will beneﬁt most from the positive attitude of Bulgarians to the 
construction of new capacities and from the small political risk.
Electricity Market
The Bulgarian electricity market is still rather inefﬁcient. While 
registered electricity supply schedules are up from 8 to 9 
since early April, weekly traded electricity quantities remain 
unchanged at about 50000 MW/h. At the same time, balancing 
electricity prices have not been changed since early May. This 
calls for the conclusion that actors rarely resort to the balancing 
market and then the number of actors and the traded electricity 
quantities are negligible to change the price. Overall, real 
market opening remains slow.
The privileged consumer threshold will be lowered again in early 
July. Consumers of over 20 GW/h per year having no liabilities 
towards electricity transmission and distribution companies will 
be free to negotiate electricity prices and buyable quantities. 
Thus, the number of eligible market participants will notably 
increase, while the share of active privileged consumers will 
probably remain negligible.
The news of the ﬁrst registered electricity trader is positive for 
the future development of the electricity market. The trader and 
the two big consumers will be able to buy electricity directly 
from producers. 
Natural Gas Market
The Bulgarian natural gas market develops at a slow pace but 
in the right direction, as changed territories of gas distribution 
regions show. Former West and Struma regions will be 
consolidated in West Territory. Danube region will expand to 
cover a couple of other licensed municipalities. The objective of 
these measures is to ensure higher yield for potential investors 
who will have access to a larger number of customers and 
will be able to realize bigger economies of scale based on the 
changes. 
To accelerate sector developments, the Minister of Energy 
declared will and preparedness to draw up a strategy for future 
sector advancement. 
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Energy Prices
Oil. In April Brent oil prices went up above the level of USD 
50 per barrel again. In the next months, they remained within 
the 50-55 dollar range. This trend was dictated again by the 
information about USA oil reserves, the Middle East situation 
and the economic growth of China, which is a driving force of 
higher oil demands globally. 
The situation inﬂuenced domestic market oil prices as well. 
Since the start of 2005 Brent oil quotations went up by almost 
35 per cent and the US Dollar registered appreciation by about 
6 per cent. 
That resulted in notable higher domestic fuel prices. All 
demand inﬂuencing factors as well as the production level 
maintained by OPEC will have effect on oil and fuel prices 
in a short-term perspective. In June, OPEC members met 
with EU representatives. They discussed strategic issues 
of future sector development. Major points addressed at the 
meeting include future oil-production levels, adequate global 
consumption forecasts and necessary investments to satisfy 
growing consumption.
The future rise of oil prices will have a negative effect on 
global as well as on Bulgaria’s economic development. Higher 
fuel prices mean higher inﬂation base and as fuel prices are 
calculated in the prices of many consumer goods, the latter 
go up. This means, in the end, creeping price inﬂation and 
deteriorating foreign trade deﬁcit. 
Figure 24. Spot Crude Oil Price Dynamics for WTI, 
Brent and Dubai Grades 
Source: Monthly Crude Oil Price Report, International Energy Agency, May 2005.
Natural gas. Natural gas prices are regulated prices. Latest 
amendment is from early March 2005. 
Electricity. Higher electricity prices for business consumers 
(up BGN 0.02/Kwh) are projected since 1 October. 
Table 15.  Electricity prices
Measurement method Time zones Price (BGN/kw-hr)
1. Based on three scales
Peak 0,163
Day 0,101
Night 0,062
2. Based on two scales
Day 0,13
Night 0,062
3. Based on one scale  0,124
Average  0,107
Source: SEWRC
To date44, electricity prices for these consumers stand at BGN 
0.107 per MW-hr. Hence, intended increase is 20 per cent. It 
results from the agreements reached upon selling the electricity 
distribution companies. Under these agreements, the State 
undertakes to guarantee 16 per cent annual rate of return 
to company owners. As we do not have information about 
companies’ rate of return before sale, we could hardly judge 
whether current prices (without additional investment) would 
guarantee 16 per cent return. If we assume that the current 
rate is exactly 16 per cent, then any future investment will be 
calculated in the electricity prices for the different consumers. 
Of course, we would like to underline that this is only an 
assumption. 
44 Obtained by averaging different day and night time rates.
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The efforts of the present Government to attract private 
investors in the sector began to yield tangible results. Private 
companies have been attracted in water, air and rail transport. 
Unfortunately, the good results achieved at sub-sector level 
were accompanied by litigation.
River shipping. Kaolin JSC acquired the majority block of 
shares45 in Bulgarian River Shipping Co. (BRS), Russe. The 
company was appointed successful buyer in a competition 
involving also Toplivo JSC, Soﬁa and Chimimport JSC, Soﬁa. 
Kaolin JSC offered a price of EUR 13 162 443, EUR 20 m of 
investments and 750 jobs. 
The transaction will have a positive effect on the business. 
CED has noted in its report “The Bulgarian Economy, April 
2005” the excellent growth potential of river shipping, which 
calls for expanding the available shipping capacity of BRS. 
The private owner will be in position to provide the necessary 
development ﬁnance for and efﬁcient management of BRS. 
Hence, companies will be enjoying the services of the reliable 
and less expensive river shipping in the future as well. 
Sea transport. The State has made two moves with 
controversial effect on the future development of the Bulgarian 
shipping company Navigation Maritime Bulgare. (NMB): (1) it 
bought three new vessels and (2) distributed 2004 company 
proﬁts in the form of dividend. 
NMB and Bulyard Shipbuilding Industry signed a building 
contract for three new vessels, which was a good and necessary 
move. NMB ﬂeet has grown rather obsolete. Transport capacity 
is insufﬁcient and the company is losing positions at international 
markets, noted NMB Director46. 
Distributed dividend deprived the company of the cheapest 
source of ﬁnance – own proﬁts. The State announced distribution 
of dividend without regard to the fact that the company is in 
urgent need of funds. Thus, company proﬁts will ﬂow into the 
state budget to be channeled to sectors and activities other than 
shipping. This move indicates that the State is not interested in 
the long-range and efﬁcient management of its property. Hence, 
we are of the opinion that NMB sale should be accelerated. 
Air transport. CoM signed with Copenhagen Airports a 
concession agreement for the airports of Varna and Burgas. 
Participants ranked second and third in the procedure include: 
(a) a consortium of Fraport AG Frankfurt Airport Services 
Worldwide, Germany and BM Star Ltd., Bulgaria; (b) a consortium 
of Vinci Airports, France and Vinci Concessions, France. They 
appealed the successful concessionary appointment decision 
and the transaction was referred to the court. 
This is a routine appeal procedure but any delay of ﬁnal decision 
incurs losses, so in such situations quick and efﬁcient judicial 
procedures are the best alternative.
No matter how transparent and clear the rules of a competition 
procedure are, and in some cases they are not, the result is 
attackable in court. We have seen that in the sale of BTC, in the 
above case and in some other privatization transactions.
Appealing companies can only proﬁt from that. The participants 
ranked second and third appealed CoM’s decision on the 
grounds that the Danish company cannot fulﬁll its proﬁt offer 
and the proposed concession payment to the amount of 30 per 
cent47 is unrealistic. The additional appeal costs seem less than 
total competition participating costs. Thus, even if the initial 
competition result is not changed, appealing companies lose 
nothing. 
Delayed change of ownership has a negative effect. 
Development of the sites subject to concession is blocked until 
the property goes private. If the court procedure is protracted 
and the transaction eventually fails, Bulgaria will ruin its image 
in the eyes of investors. Later this will result in downgrading the 
country’s investment risk rating.
Railway transport. The ﬁrst private national railway carrier has 
been licensed and that is the most important event so far in 
terms of sector liberalization. Bulgarian Railway Company JSC 
(BRC) will be the ﬁrst real competitor to BDZ in haulage. The 
company has 150 wagons, 4 locomotives and starting capital of 
about BGN 10 m. It will focus on taking up cargo haulage upon 
ﬁnalization of the European transport corridors. 
BRC will put an end to the dominant position of Bulgarian State 
Railways (BDZ). This does not mean yet lower service prices, 
but should contribute to improved quality and efﬁciency of 
railway transport. The new market structure will be an oligopoly 
(or rather a duopoly). In this case, price competition would not 
be to the beneﬁt of either of the two companies, besides, it would 
be beyond the strength of the private carrier to keep going at 
a loss for the sole purpose of gaining a market share. Hence, 
the two companies will have to attract clients with policies other 
than price formation. 
In a mid- and long-term perspective, we can expect for other 
actors servicing individual sections to appear on the market. 
Then one can speak of proﬁtability in the railway transport sub-
sector. 
Transport activity in individual sections may well be attractive 
for big production companies. Firms in metallurgy, chemical, 
energy and other sectors, which have a large share of transport 
costs in total production costs, will be able to economize and 
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45 Kaolin JSC holds the remaining 30 per cent of Bulgarian River Shipping purchased a year ago 
on the BSE.
46 Dnevnik Daily, Electronic edition, 20 April 2005.
47 Of: (1) total revenues of the two airports from all concession activities and (2) total amount of the 
revenues from all  charges collected by the two airports under Article 120, paragraph 1 of the Act 
on Civil Aviation and the operating revenues of the existing airport operators, adjusted by the 
applicable index of inﬂation, whichever amount is bigger.
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improve their competitiveness. Hence, they may well be 
interested to penetrate speciﬁc railway routes in order to secure 
for themselves more reliable and less expensive transport.
Political Election Platforms. The four biggest political parties 
promise to have Hemus and Trakia highways completed within 
the next government mandate. Regarding other highways, 
MRF, BSP, NMSS and DSB differ in the scope of work they 
envisage. Most speciﬁc in their promises are BSP and NMSS. 
They envisage construction of 392 and 500 km of new highways, 
accordingly. DSB are of the opinion that the construction of 
public transport infrastructure should be ﬁnanced from the 
state budget and from Community pre-accession and structural 
funds, which need to be efﬁciently managed and utilized. UDF 
think that the State should be relieved from its transport sector 
commitments, as well as from property management. BPS 
have not speciﬁed their transport infrastructure purposes.
One should give credit to the intentions of the leading political 
parties to increase the length of highways in Bulgaria. However, 
only DSB specify sources of ﬁnance, while the UDF program 
alludes to concessions for such projects and to the need of 
higher publicity and transparency of concession procedures.
BSP have touched in the greatest detail on the other transport 
sub-sectors. Some speciﬁc measures of their sector policy 
include: (1) increasing the share of government investment 
in the railway infrastructure and rolling stock; (2) granting 
concessions for the railway infrastructure after the “rehabilitation 
– operation – transfer to the State” model; (3) attracting 
private investment through joint-ventures; (4) building modern 
passenger terminals at Varna and Burgas airports through a 
“build – operate – transfer” concession scheme; (5) building 
up a state crediting guarantee fund for shipbuilding (up to USD 
200 m).
Notable is the desire of the left-wing party to attract private 
investors in infrastructure management, yet at the same time 
they envisage preserving of state property and increasing of 
state investment. Items 1, 2, and 3 signal incompatibility of 
envisaged actions.
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ICT Top 100.  The latest, eighth in a row ranking of leading 
Bulgarian technology companies, ICT Top 100, was published 
at end of June. It is developed by IDG Bulgaria and covers 
the top 100 companies in terms of 2004 proceeds. To minimize 
information misuse and manipulation, organizers request 
companies to support rating data with ofﬁcial accounting 
documents like a Proﬁt and Loss Statement and a Balance 
Sheet Statement.
According to revenue data, total 2004 revenue of the top 
100 companies amount to EUR 1.7 b, and Bulgarian telecom 
operators account for over 75 per cent of this amount. IT 
company revenues stand at about EUR 430 m. Telecom sector 
growth from 2003 is over 12 per cent, whereas IT companies 
report twice-lower growth of 6.13 per cent. 
Investment Agency data show 12 per cent growth of technology 
companies in 2004 and similar 2005 growth of 11.6 per cent. 
2004 foreign investment in the IT sector amount to about 1 
billion Euro, software sales stand at EUR 44 m..
The latest EITO (European Information Technology 
Observatory) analysis, EITO 200548, reports similar data. 
According to their information, 2004 Bulgarian ICT market 
volume stands at BGN 3297 m with telecommunications/IT 
sector ratio of 4:1. Compared to the 2003 report (EITO 2004), 
data show total ICT market growth at 11.5, including 10.7 per 
cent in the telecom and 14.8 per cent in the IT business. 
EITO forecast 2005 Bulgarian ICT market volume at EUR 1 884 
m and 2006 volume at EUR 2 042 m (Figure 25). 
Figure 25.  Bulgarian ICT market volume 
(million EUR)
Source: EITO 2005
While IT market volume remains moderate, future growth in this 
sector is expected to exceed growth in telecommunications on 
one hand, because of a saturated telecommunications market 
(to witness change of major actors, but not a serious change in 
volumes), and on the other hand, because of IT penetration in 
all spheres of public and personal life.
 
Advisory Council on Telecommunications at the 
Communications Regulation Commission (CRC). Advisory 
Council on Telecommunications is operational at CRC since 
1 June. Its basic objective will be to assist the regulator in 
exercising its powers through equality-based consultations on 
important issues with all parties concerned. The Council shall 
comprise representatives of big telecom companies, of telecom 
sector-related public administrations, and of all professional 
branch organizations.
According to the operational rules approved by the council, it 
shall be convened at least once quarterly. The materials for the 
corresponding meeting shall be sent to all council members two 
weeks before the meeting. Members shall be able to propose 
additional topics and issues within 7 days. 
CRC regulated the council structure by a decision taken at 
the end of May. The Council shall comprise a chairperson, a 
secretary and members. CRC President is ACT chairperson. 
Depending on the speciﬁcs of discussed issues, the Council may 
enlist the services of experts who are not council members. 
Bulgarian telecom market development presupposed for such 
a body to be set up. Let us hope that the Council will operate 
in line with the needs of a constantly changing sector like 
telecommunications.
Computer at home. Over a year after BAIT launched the 
Computer at Home initiative, the Bulgarian Government in the 
person of the Vice-Premier Nikolay Vassilev communicated the 
idea that tax preferences would contribute to IT penetration in 
Bulgaria. While there is still lack of clarity on the preferences, 
the fact that support to such initiative is hinted presumes 
positive developments in the near future. 
I-Zone. The “I-Zone” initiative launched in the second quarter 
of 2005 is the latest element of Ministry of Transport and 
Communications’ “i-Bulgaria” program, which will provide 
Bulgarian students with free wireless Internet. Based on the 
ideas underpinning this project, wireless Internet access points 
will be built in all universities, with investment amounting to BGN 
4–10 thousand. The plan is to have all universities included in 
the I-Zone and to delegate to the transport ministry to maintain 
the registry of students’ names. To date, nine universities have 
i-zones; work is in progress in another eight.
ZNAM.bg. A new encyclopedic web portal, ZNAM.bg, was 
launched on June 1. It is a joint initiative of MTC, Trud Publishing 
House, the Bulgarian Academy of Sciences, Sirma Software 
Company and the Ministry of Education and Science. The 
portal will provide access to regularly updated encyclopedic 
and catalogue resources, dictionaries, geographic and historic 
maps and multimedia applications. ZNAM.bg is an element of 
Government’s ICT in school program. Schools will have free 
access, students and teachers may subscribe for home access 
at preferential prices. 
HIGH TECHNOLOGY AND COMMUNICATIONS
48 EITO, www.eito.org 
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The joint initiative of institutions, academic circles and the 
business may become a successful example of public-private 
partnership, providing also a solution to a key issue of the 
Bulgarian education system – quality and upgraded content in 
the Bulgarian language. 
Internet for schools. The provider of high-speed Internet for 
all Bulgarian schools was appointed in mid June. According 
to the tender commission, only one of the two proposals 
submitted under the public procurement procedure satisﬁed 
the requirements – that of the consortium of BTC JSC, Telelink 
JSC, Paraﬂow Communications Ltd. and Larexo JSC, which 
was respectively appointed project contractor. Based on the 
proposal, the project will have two phases:
• BGN 6.46 m for the ﬁrst project year: building an integrated 
communication and content management center, providing 
communication equipment and connecting 1000 schools 
to high-speed Internet; routine maintenance of the overall 
system functionality;
• BGN 31.27 m for the three project years (with available 
budgeting for the corresponding year), including 
completion of equipment, connecting all 3200 schools to 
high-speed Internet, routine maintenance of the overall 
system functionality for the whole period.
The ﬁrst 1000 schools will have broadband Internet access by 
the beginning of the next school year on 15 September 2005. 
The other will be connected in February 2006. Implementing 
this project, Bulgaria would move from the bottom to the top of 
the European ranking list in terms of the number of schools with 
broadband access.
The Internet connectivity tender is organized within the Strategy 
and Action Plan for Introducing ICT in the Bulgarian Schools, 
which MTC and MES developed and the Council of Ministers 
and Parliament approved in 2005. The Strategy envisages 
also building by mid 2005 of new computer labs in all schools, 
training all teachers to use information technologies, creating 
educational content.
IT card. A unique for Bulgaria knowledge certiﬁcation system for 
using information technologies and Internet – the IT card, was 
presented in April. IT card has been developed by the European 
Software Institute, which opened last year a representation in 
Bulgaria. Bulgaria is the third European country after Spain and 
France to introduce IT card. 
The IT card certiﬁcation test includes three modules in which 
certiﬁcate applicants must demonstrate basic knowledge:
• Working with Internet;
• Working with Microsoft Ofﬁce;
• Working with an freeware-based ofﬁce package.
The certiﬁcate targets all people who want to become part of the 
information society. It guarantees to employers, companies and 
the public administration that their ofﬁcers have the required 
basic knowledge of Windows, Linux and Internet.
IT card certiﬁcation will be introduced under a pilot project in the 
Ministry of Transport and Communications. The tele-centers 
built within the i-Bulgaria Program will be the ﬁrst certiﬁcation 
centers.
e-Payments. The upward tend in the number of cards, ATMs 
and POS terminals issued and installed in Bulgaria continued 
in the ﬁrst half of 2005 (Figures 26 and 27). In the ﬁrst six 
months of 2005, the number of bankcards issued went 6 per 
cent up. The statistics does not cover non-bank credit cards 
(Euroline and Transcard) with over 200 000 users to date. For 
the ﬁrst half of 2005 alone, POS terminals increased by 50 
per cent and ATMs by almost 25 per cent. Penetration of e-
payments is one more step towards the information society, 
which facilitates transactions and improves state control over 
cash ﬂows. 
Figure 26.  Total bankcards issued (2002–2005)
Source: Borica JSC (www.borica.bg)
Figure 27.  Total ATM and POS terminals installed
(2002–2005)
Source: Borica JSC (www.borica.bg)
HIGH TECHNOLOGY AND COMMUNICATIONS
REPORT BY THE CENTER FOR ECONOMIC DEVELOPMENT64
The summer seasons started with well-grounded optimism 
for successful development of the sector and good revenues 
from tourism. Optimistic expectations for a successful summer 
season are based on modernized special infrastructure, good 
cooperation of tourism with culture producing a diversiﬁed tourist 
product; strive towards improved marketing and advertising. 
On the other hand, excessive construction in Black Sea resorts, 
inadequately trained tourism staff, poor road infrastructure 
condition will “pull back” again this highly promising sector 
of the Bulgarian economy. The sooner proper measures are 
implemented to solve the problems, the greater Bulgaria’s 
chances to become a preferred destination for holidays and 
tourism.
Number of Tourists and Revenues from Tourism
Bulgaria starts the high tourist season with about USD 3 b 
revenues from tourism for 2004, share of tourism in GDP 
standing at 11 per cent, 190 thousand beds and about half 
million people directly employed in the sector. 
This is, brieﬂy, the picture of Bulgarian tourism, of its potential 
and effect on economy and employment.
Growth in the number of tourists is projected at 10-12 per cent 
for 2005. However, this growth will be lower than in 2004, but 
higher compared to the European tourist countries. Experts 
from Ministry of Culture and Tourism project 5.5 m foreign 
tourists for 2007 against 4.3 m in 2004. 
Very likely, the “boom” of the last two years will not last long 
and will be followed by certain “slack” and more moderate 
pace of sector development. This is due to various objective 
and subjective reasons: changed attitudes of foreign tourists, 
“frantic” construction in Black Sea resorts, outstanding 
infrastructure problems, “sulky and sullen service personnel”, 
etc. All this has unavoidable effect on the Bulgarian tourist 
product. 
Against this background, the number of German tourists is 
expected to remain the same and even to decrease, because 
Germans are not very enthusiastic about the developments in 
the big resorts, particularly Sunny Beach and Golden Sands. 
Thus, projections for growth in the number of German tourists 
remain pessimistic – experts from the Tourism Agency forecast 
3 – 5 per cent growth in the number of German tourists against 
6 – 7 per cent for 2004. This decline will be offset by the higher 
growth in the number of tourists from Great Britain, Russia, the 
Scandinavian countries and the countries in Central Europe, 
for which projected growth is 10 to 30 per cent.
Table 16. Projected growth in the number of tourists, 
2005 (in %)
Great Britain 20–25
Sweden 30–33
Italy 20–25
The Netherlands 20–25
Czech Republic 30
Poland 20
Slovakia 20
Russia 15–17
One could say that tourists from Central and Eastern Europe 
are getting back to the Bulgarian Black Sea resorts. Projections 
for this year are for 20 – 30 per cent growth on 2004. This 
is true for the most part for guests who knew Bulgaria in the 
near past and are ready to come back and spend their holidays 
in Bulgaria. The question is about tourists from the Czech 
Republic, Poland, Slovakia and Russia.
Recent months have brought optimistic messages from France 
as well – according to the French site ТourMag, the French 
prefer European destinations to the USA for their 2005 summer 
holidays. In this context, Bulgaria came as a sudden opportunity 
for the more or less conservative French. Spain with Seville, 
Barcelona, Valencia, Ibiza, Majorca are ranked top in French 
preferences for the ﬁesta and the azure blue Mediterranean 
Sea. Italy, as well as traditional destinations like Prague and 
Budapest are very popular as well, followed by Croatia, which 
is much closer to old Europe. Surprisingly, Bulgaria comes 
next, particularly Varna and the resorts around it. Our country 
is ranked seventh in the preferences of French tourists. Such 
heightened French interest towards the Bulgarian Black Sea 
resorts undoubtedly prompts great potential.
A new point is the interest of China tourists towards Bulgaria, 
registered during the ﬁrst international tourist exchange in 
Beijing. A memorandum regulating the visa relations between 
the two countries is already a fact and the ﬁrst guests from 
this Asiatic country with a huge tourist market (last year China 
nationals spent about USD 15 b on tourism) could be expected 
in September. 
The Special Infrastructure in the Beginning of the Summer 
Season 
Albena. The season in this resort was ofﬁcially opened at the 
end of May with a parade of Black Sea municipalities. Albena 
remains one of the best-integrated and developed resorts 
with moderate construction, large green areas, excellent 
opportunities for family tourism and for anyone who is fond of 
peace and tranquility combined with a large beach and space. 
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Albena JSC projects 2005 revenues at over BGN 59 m 
accounting for 5 per cent growth against the previous year. 
Such optimistic forecasts are based on higher revenues from 
reconstructed sites and an earlier season. In 2004, the number 
of tourists was over 204 thousand. хил. души. Bed reservations 
from foreign guests declined by 7.4 per cent mainly because 
of the reﬂux of German tourists. However, this negative trend 
is offset by the higher inﬂow of Bulgarian tourists (about 20 
per cent up) which is deﬁnitely a positive trend that should be 
sustained. Credit goes to diversiﬁed offers like “all inclusive” 
and “at last minute”, which are very attractive for Bulgarian 
tourists but, unluckily, still neglected by tour operators.
Golden Sands. At season start, Golden Sands has 32 thousand 
beds; experts project increase to 50 thousand in a couple of 
years. This is a huge bed potential, which the beach may not 
be able to accommodate. The access to Golden Sands and St. 
Constantine resorts remains a problem – the panoramic road 
from Varna northwards is in a dramatic condition. The landslides 
in the region, which block the normal trafﬁc, are again “blamed” 
for the situation. Yet real problems lie in the lack of strategic 
thinking and a long-range vision of how to solve these issues. 
Another problem, which may become “dramatic” for Golden 
Sands, is the insufﬁcient capacity of the water-treatment plant in 
the region. There is lack of new plant designs, and the capacity 
of the existing one has long been exhausted. 
The problems with the condition of Varna Airport should not be 
neglected. There is an urgent need to enlarge the terminal in 
order to enable the airport to service properly the increasing 
number of charters. Copenhagen Airport has been appointed 
concessionary and has developed a development strategy for 
the airport, which means that the problems may well be solved 
in a short time. 
Sunny Beach. According to NSI data, the number of tourists 
in Sunny Beach per season has increased twice compared 
to 2001. In 2001, the resort had 22 thousand beds and 176 
thousand visitors. This year Sunny Beach starts the season 
with substantially increased material resources – 42 thousand 
beds in 145 hotels in the East zone alone. 
Construction of special infrastructure continues in the West 
zone. To date, only 40 per cent of this zone’s territory is built 
up and ongoing construction works create serious risks for the 
infrastructure. 
Resort’s problems are aggravating. To solve them, there is a 
need to build new facilities – power station, water-treatment 
plant, water supply and sewerage facilities, electricity 
distribution networks and roads. Of course, construction works 
should be plan-conforming and reasonable; nevertheless, it is 
not certain whether Nature could “stand” this boom. The beach 
capacity has limits and may prove unable to accommodate the 
excessive number of hotels and beds in the region. 
Towns and villages south of Burgas. As the capacities for 
new construction in Sunny Beach are gradually exhausted, 
investors focus on the regions south of Burgas. A new ﬁve-star 
hotel was opened in Djuni – Marina Palace. Towns like Tsarevo, 
Sozopol, and Primorsko have great potential and strive to 
attract tourists with new construction as well as with different 
cultural, folklore and music events. 
Inland Resorts 
Borovez. This resort still has chances “to survive” and become 
a modern yet cozy place for holiday and rest. The Super 
Borovez Project has been approved and will be implemented, 
notwithstanding the too many doubts and compromises. In late 
April the Government, representatives of ecological organizations 
and the municipal government reached understanding on the 
latest project version. Project implementation will give chance 
to Bulgaria to apply for hosting the Winter Olympiad. This is 
highly possible, because in June the Government decided to 
nominate Bulgaria to host the 2014 Winter Olympiad and this 
nomination may well provide one more incentive for project 
implementation. 
The latest expert proposals for changes have to be introduced 
and detailed structure plans have to be developed. The latest 
version of the Samokov – Borovez – Beli Iskar Project is much 
more “temperate” in respect of resort’s penetration into Rila 
National Park. Changes have been made to ski-track and lift 
parameters in terms of both number and length with a view to 
minimize nature damages in the region. 
Nature Park Russenski Lom. The policy for alternative tourism 
development continues through equipping inland tourist sites 
with modern services and utilities. This will help to overcome 
a critical problem of Bulgarian tourism – the disproportion of 
tourist resources and the monoculture character of the tourist 
product. 
In June, the Government approved a management plan for 
Nature Park Russenski Lom. The objective is to preserve and 
maintain the ecosystem, ﬂora and fauna diversity in the region. 
Efforts will be made also to expand tourist services and develop 
environmentally friendly occupation for the people in the region. 
One advantage of this document is that it has been developed in 
line with the requirements of established European approaches 
of protected territories planning and management. The national 
park hosts 125 cultural monuments, which have to be properly 
presented to tourists. Plan implementation will have a diverse 
effect – preserving the ecological balance and biodiversity, 
creating adequate conditions for eco and rural tourism, 
introducing sustainable practices in forestry and agriculture, 
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attracting donors in the region. Project ﬁnancing will involve 
European funds as well.
Tourism Policy. Regulatory and Institutional Environment 
Consolidating culture and tourism in one ministry has intensiﬁed 
work in these areas. The Tourism Council had a meeting in 
mid May to present the 2004 report. The structure of the new 
institution was discussed and, most importantly, programs for the 
next years (budgetary programs, 2005–2007). Uniting tourism 
and culture may yield positive results, particularly towards a 
better public-private partnership as set forth in the development 
program for Bulgarian tourism. Public-private partnership will 
be decisive for implementing the basic priorities in the ﬁeld, 
namely aggressive advertising of Bulgaria, improving the 
quality of services and diversifying the tourist product. 
Many discussions on tourism development, particularly on 
sector policy, were organized in the review period. This is 
natural with a view to the parliamentary elections and the 
need to deﬁne the broad guidelines in all areas. At a meeting 
of branch organization and political party representatives, the 
business formulated its views and requirements for sector 
development. Major sector problems were highlighted – still 
low quality of services, which fail to meet European standards, 
improper treatment of guests, shortage of qualiﬁed personnel, 
poor infrastructure, inadequate advertising and hence, low 
country share in the European tourist market. According to 
BATA data, only 1 per cent of the Europeans, 0.6 per cent of 
the Germans and 0.5 of British tourists spend their holiday in 
Bulgaria.
 
Brieﬂy, proposals by branch organizations include: 
• Improving training curriculums for tourist personnel and 
setting up a vocational training center at the branch 
organizations;
• spending tourism charges on infrastructure development 
and national advertising;
• Admit tourism construction and modernization costs before 
proﬁt tax;
• keeping VAT rate at the 2004 level (7 per cent);
• introducing proﬁt tax of up to 10 per cent;
• involving branch organizations in Governmental 
discussions on tourism-related projects, etc.49
The meeting of the Executive Bureau of the World Tourism 
Organization organized in Bulgaria in June is an important 
event, which may inﬂuence Bulgaria’s image as a tourist 
destination. D. Hadjinikolov, Deputy-Minister of Culture and 
Tourism, proved one of the three nominees for organization’s 
general secretary. The candidate elected by secret voting will 
be approved and announced at the end of 2005 at a meeting of 
the tourist organization Assembly. 
Bulgarian candidate’s appointment would contribute 
substantially for establishing Bulgaria as a tourist destination 
and for popularizing the country’s opportunities to attract new 
tourists. This is undoubtedly a recognition, which hides serious 
potential for the future development of tourism. 
Amendments to an ordinance50 of the Minister of Regional 
Development and Public Works were promulgated in OG in 
June. This is the latest attempt to limit aggressive construction 
along the Black Sea coast. Amendments reproduce texts from 
the disputable and excessively discussed bill on the Black 
Sea coast, which was not passed. They introduce a restrictive 
construction regime for the two-kilometer area along the beach. 
Major provisions prohibit construction of hotels and homes up 
to 100 km away from the beach and the change of the status of 
agricultural land and forests. Construction of sport and sanitary 
facilities is allowed.
Construction of waste depots is prohibited in the second zone 
– up to 2 km from the beach; construction of new resorts or 
expansion of existing ones is allowed, but the maximum height 
of buildings is limited to 15 m. 
Amendments are aimed at reasonable building up of the 
territories adjacent to the beach, preserving as much as 
possible the green areas and gradually increasing the building 
intensity towards inland areas. 
Branch organizations give positive assessment of the 
amendments. Architects have similar attitude. The mayors 
of the towns and villages covered by the regulation have 
not yet produced a synonymous opinion, but their attitude is 
rather positive because the amendments take account of their 
requirements. If it is not too late, these amendments could 
contribute to a balance along the Black Sea coast.
 
Problems in Tourism
The basic problems, which have emerged and aggravated in 
recent years, include: 1) chaotic construction in big resorts, 
2) poor infrastructure condition, and 3) shortage of qualiﬁed 
labor.
Chaotic construction remains the top problem of Black Sea 
tourism. Despite the bans, construction works in the Black Sea 
resorts continued after the start of the high season. For example, 
long after the deadline set for stopping construction works, 
trucks with construction materials still enter 11 construction 
sites in Golden Sands and St. Constantine raising dust and 
noise. Thus, in the ﬁrst days of the season tourist groups, mainly 
from Germany, had to be redirected to other Black Sea resorts. 
Similar is the situation in Sunny Beach. Besides, construction 
works are not very civilized – there are no information boards 
with the names of the owner, the investor and the constructor. 
49 These are, brieﬂy, the requirements, which the business addressed to the political forces on the 
eve of the parliamentary elections in June.
50 Ordinance on the rules and standards for the various types of zoning 
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The environment in these resorts is in a desperate condition 
– nature is all but destroyed. These resorts. Unfortunately, 
Bulgaria, as well as contractors themselves still defeat their 
own purpose.
The shortage of qualiﬁed labor is the other serious problem 
of Bulgarian tourism. The tourist ministry projects increase of 
beds by about 25 thousand per year, which will require about 
22 thousand new qualiﬁed hands. 
Figures deﬁnitely put forward the question “Where will the 
personnel come from?” The average wage in the sector is 
BGN 205, which means that in this aspect the sector is not very 
attractive. Most special tourism school graduates prefer to work 
in other spheres. 
What are exactly the wage problems in the sector? To date, 
Bulgaria has 50 secondary schools training personnel for 
tourism and 13 high schools having the subject “Tourism” in 
their curriculum. One could hardly say whether they are enough. 
At ﬁrst glance, ﬁgures seem satisfactory. Problems are more 
complex and concern not only the number of schools and the 
personnel trained. There are other aspects, as well – assessing 
and planning the human resource needs of the sector, quality 
and practical orientation of training, public-private partnerships 
in the training process. While the property in the sector is almost 
100 per cent private, the involvement of the business in training 
is negligible. There is lack of will in private companies to accept 
probationers, to give training grants, etc. The fact that private 
companies allocate only 2 per cent of their expenditures for 
training shows that they neglect the importance of the human 
factor. The business should be much more active in the ﬁeld and 
the public-private partnership in this area should be improved.
A very serious problem is how to have training “come down to 
earth”, i.e. make it practice-oriented. Apart from training under 
management programs, which is prevailing, there is also a 
need of proper training of the mid-level personnel in tourism. 
That has relevance to the more serious issue of Bulgarian’s 
upbringing and preparedness for civilized, polite and careful 
attitude towards tourists.
The Tourism Agency has recently made proposals for the 
set up of two tourist training centers for the education and 
training of staff, one in Troyan and one in Nessebar. Public 
– private partnership is declared at this stage – outside the 
high season hotels should provide their base for training.  The 
second project envisages for the Tourism Agency to organize 
a training program in partnership with the Dutch Government. 
The condition of the road infrastructure is another very serious 
problem for Bulgaria and particularly for tourism in particular – 
there is shortage of airports, roads are in a desperate condition, 
which has a detrimental effect on tourism and especially on 
some of its forms (cultural, rural, eco, etc.). 
Of course, the solution is in the overall improvement of the road 
infrastructure, i.e. there is a need of an integrated approach to 
problems. 
Another possible solution is “job-work” – at this stage, even this 
variant is not bad. CoM approved 31 infrastructure improvement 
projects for regions with valuable cultural monuments. Total 
project value is BGN 2.8, and average value per project is about 
BGN 100 thousand. Projects include improvement of the road 
infrastructure to Perperikon, the Madara Horseman, the Melnik 
Land Pyramids, the Rozhen Monastery, etc. This will enable 
for a “symbiosis” of culture and tourism to be achieved and to 
consolidate the efforts towards a synergy effect – development 
of cultural tourism for which Bulgaria provides excellent 
opportunities.
Such solutions are very useful for Bulgaria and for overcoming 
sector disproportions. We have pointed out many times that 
Bulgarian tourism is mainly sea and less mountain tourism. 
Infrastructure improvement will stimulate the development of 
alternative tourism throughout the country and will help to solve 
various problems – achieving growth, increasing employment, 
overcoming social problems.
 
These projects may be “a drop in the ocean”, but still they are 
an important step towards improving the inland infrastructure 
leading to interesting cultural and historical sites. However, 
these steps must be followed by the set up of information 
centers, building parking lots, souvenir shops, etc. 
Marketing and Advertising
The Tourism Agency remains active in popularizing Bulgaria 
as a tourist destination. New forms and methods of advertising 
abroad are employed. There is increasing awareness of the 
need to present Bulgaria not only at national level, but also on a 
regional principle. This is a major idea of the agency – intensiﬁed 
presentation at big tourist exchanges of different municipalities 
and regions. This presumes setting up local information centers 
in the different Bulgarian tourist regions.
Traveling exhibitions are another new point in advertising and 
marketing. A traveling exhibition of photos of Bulgarian tourist 
destinations was opened in May under the auspices of the 
Tourism Agency. It includes photos of Bozhentsi, Korpivshtiza, 
Preslav, Pliska, Perperikon, Tsarevez, Glozhen Monastery 
and Rila Monastery. After the opening ceremony in Soﬁa, the 
exhibition will travel around Bulgaria and every host town will 
add photos of the region presenting its tourist potential.
The Tourism Agency undertakes to secure and deliver to the 
major Border Checkpoints advertising materials – tourist road 
maps, brochures, etc. They will be offered free to any foreigner 
visiting Bulgaria for tourist purposes. This will improve the 
awareness of foreign guests and will be a sign of the polite 
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attitude of ofﬁcials. The idea will be realized based on an 
agreement between the Tourism Agency and the National 
Service Border Police and will be a serious contribution in favor 
of Bulgarian tourism. 
Unfortunately, despite the above efforts, communications 
about disorders in the Bulgarian Black Sea resorts appeared 
in the Western press last year. The question is about negligent 
and impolite attitude of restaurant and hotel personnel, poor 
quality of services, noise and dust in the resorts, etc. true, or 
exaggerated, such materials create communications create a 
bad global image of Bulgaria and are in fact poor publicity for 
the country.
Neutralizing such information necessarily implies serious efforts 
by the State and mostly by the business towards improving the 
quality of tourist services.
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The tendency towards improved organization and management 
of production in agriculture with parallel continuing decrease 
of this sector’s share in the Bulgarian economy is preserved. 
Today, the basic priority of agriculture is not so much production 
volume and dynamics but rather transposing the European 
legislation, preparing the sector for Bulgaria’s accession to 
the EU and coping with the commitments and responsibilities 
of market opening. The fact that most of the recent remarks 
from the European Commission concern the fulﬁllment of 
commitments in agriculture shows how grave the problem is. 
The new MAF management will have to seriously lobby in order 
to have remaining regulations approved at accelerated pace 
and the missing administrative structures built (the Paying and 
Intervention Agency, for example), as well as to arrange for the 
necessary staff to be trained in order to comply with all European 
requirements and meet the challenges of the market.
Share in GDP and GVA
The seasonal nature of agriculture presumes lower share 
of this sector in GDP and GVA at year start. The downward 
trend in the share of agriculture in GDP and GVA is not a new 
phenomenon, however real decline in the physical volume of 
agricultural production is now 1.7 per cent against 1 per cent in 
2004. Thus, the share of this sector dropped to 5.5 per cent of 
GVA and 4.7 per cent of GDP. This is a result of the accelerated 
development of industry and services and the shortage of 
investments to modernize the sector and base it on modern 
technology.
Land Market
Prices. Growth of tenancy agriculture and overall sector 
development has recently activated the agricultural land 
market. Demand of agricultural land is growing based on 
anticipated accession of Bulgaria to the EU and use of 
agricultural subsidies. In some places, average land prices go 
above BGN 200 per decare, but transactions at twice those 
prices have been registered, as well.  Growing interest in land 
purchases and sustainable move up of prices is projected for 
2005 and 2006. MAF-drafted amendments and supplements 
to the Regulation for the terms and procedures of establishing 
current market prices of agricultural land will be contributing as 
well. The objective is to align agricultural land valuations with 
real market prices and to increase the value of consolidated 
land in the State Land Fund.
Consolidation. Agricultural sector development, undertaken 
commitments to fulﬁll EU quotas, and land market activation 
(including the emerging investment companies) brings forward 
again the need to consolidate land parcels to achieve production 
efﬁciency. A couple of land consolidation projects are in 
progress. These are mainly pilot land-consolidation projects for 
the territories of different towns and villages. The project, which 
is ﬁnancially supported from the World Bank, envisages for an 
Integrated Property Register to be set up within 15 years in 
order to move from personal registration of estates to property-
based registration. 
Consolidation in the election debate. All political parties believe 
that consolidation is not only necessary; it is an indispensable 
condition for developing modern competitive agriculture and 
special productions. Most parties think that consolidation 
should be voluntary, on market principle, but that would be a 
lengthy process. Different variants have been proposed, from 
passing a special Act on the Consolidation of Agricultural Land 
to setting up cooperatives on shareholding principle. Voluntary 
tenancy seems the most acceptable variant. Most parties agree 
that while consolidation processes are complex and lengthy, by 
drawing on the experience of other countries and with a good 
popularization campaign, they can be completed within four 
years after Bulgaria’s accession to the EU.
Crop Condition
Wheat output were projected at over 3.5 m tons and barley 
output – at about 700 thousand tons. Flood rains in early 
July will result in loss of yields and inferior quality in some 
regions. Despite that, experts forecast wheat output at about 
3 m tons. Wheat in ﬂood-unaffected regions is of rather high 
quality. That and available last year reserves do not presume 
high purchase prices. With the view of encouraging exports 
and raising producer prices, the Government decided to lower 
twice wheat export charges. Similar effect will have an eventual 
increase of the share of grain in the State-supported licensed 
grain warehouses. 2005-2006 grain exports are projected at 1 
m tons. A sizable portion of this quantity (352 thousand tons of 
wheat and 96 thousand tons of maize) represents a duty-free 
Community-inbound export quota in effect since 1 July 2005. 
Towards Fulﬁllment of Undertaken Commitments to the 
EU
Increasing control. European Commission’s reviews assessing 
the condition of Bulgarian animal breeding revealed a need to 
take urgent steps in the next months. Measures should target 
enhanced control of animal feeds through frequent laboratory 
sampling, animal identiﬁcation through marking and tightened 
border veterinary control through building of eight border 
veterinary inspection points. 
Restructuring of processing companies. Restructuring 
of processing companies in the animal breeding sector 
like slaughterhouses and meat and milk processing plants 
continues. By the end of May, 42 meat-processing companies 
have been closed down and 99 have been shut for failure to 
fulﬁll European requirements. It has been reported that 125 
processing companies have introduced the necessary systems 
for meeting all Community hygiene and quality requirements 
and 686 processing companies are still under restructuring. Not 
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less than 80 per cent of these companies are expected to cover 
the standards.
Registration of bee-honey producers. In fulﬁllment of the 
commitments Bulgaria has undertaken under the Agriculture 
Chapter, MAF approved a Regulation on the terms and 
procedures for bee-honey production, processing and trade 
registration. All bee-honey storage, processing and packing 
companies have to register under the Veterinary Activity 
Act. Registrable are also apiaries, as well as bee-honey 
and by-product suppliers. The objective is to ensure through 
registration fulﬁllment of all requirements for prophylaxis 
and control of bee diseases and compliance with veterinary, 
sanitary and hygiene standards. The Act on Apiculture and 
the Regulation on registering and identifying bee families 
regulate all speciﬁc requirements and the technical issues of 
compliance control.
Introducing the milk quota system. In line with the preparations 
to introduce the European “milk quota system”, MAF plans a 
one-year pilot monitoring of produced and marketed cow’s 
milk and dairy products. The regulation on monitoring rules 
and on the terms and procedures of information collection, 
control and analysis is an important addendum to the Act on 
Supporting Agricultural Producers. Collected information will 
be used to create two databases: of milk producers (including 
milk-collection points and milk-processing companies) and 
of milk (quantity and quality of produced, bought in and sold 
milk, fat content, physicochemical parameters). Individual milk 
quotas (reference quantities to be supported from Community 
CAP and subsidized from SF Agriculture) will be allocated 
on grounds of the above databases. In line with undertaken 
commitments, “the milk quota system” has to be implemented 
by 1 April 2007.
Registering agricultural producers. Despite the wide 
publicity campaign on the use of registration for getting 
subsidies, agricultural producers avoid registration because 
they do not want to make social security payments. According 
to MAF, registered agricultural producers (about 60 thousand) 
are a negligible share of all farmers eligible for subsidies. All 
forms of support, both from European programs and from 
SF Agriculture, require registration. The small number of 
registrations shows that few agricultural producers beneﬁt 
from available support and thus valuable opportunities to 
expand and modernize production are missed.
State Fund for Agriculture
With view to improving the technical support of agricultural 
production, in mid May SF Agriculture increased the credit 
resource for loans towards purchase of new agricultural 
equipment from BGN 10 m to BGN 15 m. Loans will be 
extended towards purchase of new agricultural equipment as 
well as for recycling of old machinery. Investment loans have 
been extended towards development of vineyards in order 
to contribute for fulﬁllment of the agreed Community quota 
for areas under vines, hence for development of viticulture 
and wine production. The target subsidies for production 
and sale of some vegetables, cotton, and sugar beet have 
been speciﬁed as well. New short-term ﬁnancial lines have 
been extended towards import of Community origin breeding 
animals. At harvest start, the Fund extended two new subsidy 
lines for grain producers. Additional funds are allocated as 
compensation for the higher fuel costs resulting form the 
continuing upward trend in oil and oil product prices and as 
support for the storage of new harvest grain. Fuel costs will be 
compensated with a subsidy of BGN 1 per decare and BGN 
2.25 m will be allocated for grain storage in licensed grain 
warehouses. Thus, the State-granted aid for partial covering 
of storage costs for about 300 thousand tons of grain will 
enable producers to wait for more favorable selling prices for 
their production. 
SAPARD Program
Annual Financing Agreement 2004 under the SAPARD 
Program was signed in mid April. According to the Agreement, 
EU will allocate EUR 67.56 m for the development of 
agriculture and rural areas in Bulgaria. Co-funding from the 
state budget amounts to EUR 22.5 m. Thus, total funding for 
approved projects amounts to over EUR 90 m. 2004 ﬁnancial 
support under SAPARD is up EUR 10 m on 2003 showing 
good assessment of program implementation in Bulgaria. 
Many comparative analysis of SAPARD51 implementation in 
EU candidate countries highlight Bulgaria’s good performance 
and SAPARD’s importance for the development of modern 
agriculture in the country. However, implementation of many 
of the approved projects is delayed which hinders spending 
of funds and evaluation of new projects. At this stage, the 
work of the commission on project examination and approval 
is blocked.
Given the established pace of program implementation, 
it is clear that neither the increased 2004 funding, nor the 
funds earmarked for 2005 and 2006 will be sufﬁcient to cover 
the large number of agricultural projects which producers, 
companies and organizations have learned to develop in full 
compliance with the requirements. Brussels has not replied 
yet on Bulgaria’s request for additional EUR 100 m under 
SAPARD until 2007. Negotiations on Community budget, 
2007 – 2013, are dragging out and it is not very likely for the 
request to get due attention and a positive answer. 
Forming a new government will certainly delay the signing of 
Annual Financing Agreement 2005. Ratiﬁcation was scheduled 
for the autumn in order to enable to commission to start 
51  Review of SAPARD program in Bulgaria, Estonia, Latvia, Poland, Romania, Hungary and 
the Czech Republic. Analysis of the impact on agriculture and rural areas. European Institute 
Foundation, April 2005.
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working again. To avoid delayed utilization of the funds under 
Agreements 2005 and 2006, a proposal was made for the 
Parliament to empower SAPARD Agency to negotiate funds 
for approved projects above the ﬁnancial commitment. Fearing 
misallocation of funds, the Parliament did not pass the proposal. 
Delayed ratiﬁcation of new agreements will impede the whole 
process of project approval, allocation and implementation and 
may well result in failure to utilize the funds which agriculture 
badly needs.
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This year holds critical signiﬁcance for the country’s successful 
preparation to absorb ﬁnancing under the EU’s Cohesion and 
Structural Funds. This is why regional policy activities were 
signiﬁcantly increased. An event of outstanding importance that 
gave additional boost to progress in this ﬁeld was the ofﬁcial 
signing of the Treaty on the Accession of Bulgaria and Romania 
to the EU that took place on 25 April 2005.
According to the Minister of European Affairs, irrespective of 
the difﬁculties currently faced by the EU, including calls to cut 
down on the ﬁnancing for the two acceding countries, Bulgaria 
can rely on the negotiated EUR 4.5 billion for the initial three 
years of EU membership. It should not be underestimated 
however that, starting from 2007, there will be changes in EU 
regulations. This applies for example to agricultural policy, 
where the focus will move from direct payments to support for 
rural areas. Changes are also expected in the regulations on 
regional policy. 
It is also possible for changes to be applied to the ﬁnancial 
framework, but for the period after the year 2010, because the 
negotiations for the entire seven-year period (2007-2014) of the 
budget have not yet been concluded. The 2010-2013 ﬁnancial 
framework will depend on these negotiations; Bulgaria and 
Romania participate in related discussions using their status 
as observers, starting from late April. Experts predict possible 
problems in establishing the amounts for the years following 
2010. A common methodology will be applied for all 27 countries 
in the Union, including Bulgaria and Romania after the latter’s 
full EU membership. 
Strategic, programmatic and planning documents 
National Regional Development Strategy. Activity in the 
area of regional policy is centered, above all else, on the 
adoption of the National Regional Development Strategy 
and the preparation of the National Development Plan and 
its operational programs. These documents aim to establish 
the framework for the absorption of ﬁnancial resources from 
European funds.
Also important for the successful absorption of EU funds is 
the National Regional Development Strategy adopted by the 
Council of Ministers in April. It is one of the country’s key strategic 
documents needed for the implementation of effective regional 
policy as it is brought in compliance with EU requirements. The 
Strategy covers the 2005–2015 period. The principal tools of 
regional development are the Cohesion and Structural Funds 
of the EU and the active public-private partnership in their 
absorption. 
The document sets out the fundamental goals and priorities 
of regional policy; it will be used as the foundation to develop 
regional development strategies, municipal and planning-
region development plan, as well as the National Regional 
Development Operational Program. 
The major goal and the priorities in the Strategy are established 
on the basis of socio-economic analysis of planning regions 
in the country and the perspectives and opportunities for its 
integration into the EU.
The document was drafted in line with the requirements of 
European cohesion policy aiming to reduce the gaps between 
regions, and achieve economic, social and territorial cohesion. 
These basic principles also lay down the major goal of the 
Bulgarian Development Strategy, namely: achieving sustainable 
and balanced development of the country’s planning regions. 
This involves: the construction of European transport corridors 
passing through Bulgaria’s territory; increase in direct foreign 
investment; development of clusters as an investment factor 
in certain regions and sectors; active use of pre-accession and 
structural funds and the EU Cohesion Fund for the development 
of regional infrastructure and integration of cross-border 
regions. 
The Strategy contains analysis of Bulgarian municipalities’ 
capacity for joint work, search of common solutions and 
partnerships. It notes the fact that municipalities do not make 
sufﬁcient use of the opportunities for joint project development 
and thus unite efforts and resources available to them. Nearly 
2/3 of municipalities have never worked in partnership with 
other municipalities and as few as about 1/3 have taken part in 
any sort of co-operation, mostly in the form of consultations with 
other municipalities. This limited capacity for partnership poses 
serious threats to the successful absorption of European funds 
and requires teamwork training efforts for local government 
ofﬁcials. It should be noted that small municipalities experience 
the most pressing need for training as such partnerships in 
solving economic and social issues is of enormous signiﬁcance 
to them.
The Strategy categorically states that the implementation of 
regional development projects will be carried out on the basis of 
public-private partnerships. This is the mechanism intended to 
boost the efﬁcient absorption of funds. The paper also contains 
analysis of the current condition of public-private partnerships 
(between municipal leaderships and the local business) in 
Bulgarian municipalities. The ﬁndings are again not particularly 
ﬂattering – the business community’s involvement in regional 
projects is very limited and is reduced to co-ﬁnancing of 
some projects with small and medium-sized enterprises as 
beneﬁciaries. This calls for the mobilization of efforts by local 
and regional private and public partners as this would help 
attract more ﬁnancial resources from private operators. This 
will ensure additional resources for regional development. 
A Financial Plan to the National Regional Development Strategy 
was also adopted. The funds required for the implementation 
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of the Strategy are estimated at BGN 8 b. Its successful 
implementation will be the foundation of EU co-ﬁnancing, 
mostly from the European Regional Development Fund. The 
national co-ﬁnancing will be in the amount of 25 per cent of the 
total size of planned resources. The remaining 75 per cent will 
be provided from the EU budget. This means that about BGN 
1.9 b will be earmarked from the national budget. 
Another point of interest are the quantitative indicators, on 
the basis of which the performance on Strategy objectives 
will be evaluated: slowing down the rate of Bulgarian regions’ 
falling behind the average EU levels; closing the gaps at the 
municipality and region level and development of territorial co-
operation. The major target indicators are as follows: 
• increase in the gross domestic products per capita of the 
population from 29 per cent in 2003 to over 40 per cent of 
EU regions average; 
• increase of employment of 52.5 per cent in 2003 year to 
above 65 per cent in 2015 year;
• providing access to broadband communications to at least 
1/3 of the population. 
The following is required to close the inter-regional gaps: 
• the employment rate should not be lower than 20 per cent 
of the country average;
• unemployment in individual municipalities should not be 
higher than double the value of the country average;
• the population of all municipalities should have permanent 
access to high quality potable water etc.
These are the key target indicators enabling the performance 
assessment of the Strategy. 
National Development Plan. By end 2005 the National 
Development Plan (NDP) is expected to be ready together 
with its operational programs and the National Regional 
Development Operational Program. All of these documents 
will be used as the foundation to develop investment projects 
through which the country will absorb ﬁnancing under EU funds 
after 2007. 
This is precisely one of reasons for the very active work on 
drafting the National Development Plan and its programs. 
The deadline for ﬁnishing work on NDP is the end of 2005. 
The economic development objectives formulated in NDP are 
as follows: (1) achieving sustainable economic growth, (2) 
increased employment rates, and (3) balanced development 
of regions in the country. The objectives so deﬁned are based 
on the socio-economic analysis carried out by the Economic 
Analyses and Prognosis Agency and envisaging high GDP 
growth rates, increased employment rates and incomes, 
preserving a relatively stable price level, well-balanced budget 
and lower current account deﬁcit. 
As already discussed in previous CED reports, the Plan’s 
operational programs in various areas are being developed: 
competitiveness, human resources, agriculture, regional policy, 
transport and environmental protection. 
The plan and its six operational programs actually represent a 
long-term investment strategy that will be used as the basis for 
negotiations on the EU ﬁnancial support framework. Negotiations 
with the European Commission on ﬁnancing projects under the 
Structural funds proposed by Bulgaria on the basis of the NDP 
priorities will be held in 2006. The funds will be disbursed from 
the budget and will later be reimbursed by the EU. Finishing 
work on the NDP is a pivotal point that will allow the signing 
of the “support framework” with the EU”. In effect this is also a 
ﬁnancial agreement with the EU and ﬁnancial resources from 
EU funds will be disbursed based on this agreement. 
The plan and its operational programs must be discussed and 
coordinated with representatives of the business community, 
non-governmental organizations, research institutes and 
the general public. In addition it should be evaluated by an 
independent expert in respect of its compliance with the set 
priorities and the planned methods to achieve them. The 
assessor, as was announced in late June, will be selected by 
the government – it will most possibly be a Bulgarian or foreign 
institute or a non-governmental organization. 
The working methods envisage that after the approval of the 
NDP in the country, it will be sent to Brussels and afterwards 
the ﬁrst disbursements of funds for the initial three years 
of membership will begin. At the national level, funds will be 
transferred to the Ministry of Finance, after which on the basis 
of priorities described in operational programs, the money will 
be allocated to the competent ministries. The absorption of 
resources will be project-based following approval by monitoring 
committees. These committees will include representatives 
of individual ministries, non-governmental organizations, 
institutes, universities and branch associations. These bodies 
will be responsible for the entire process – from the time of the 
tender notices and the go-ahead on the projects ﬁnancing right 
up to the control over their implementation. 
The second forum of the public discussion of NDP and its 
operational programs was held in June. While the strengths and 
weaknesses of individual operational programs were discussed 
in March, this forum focused on the programs’ goals and 
priorities. The programs are in compliance with the NDP basic 
strategic priorities established in August last year, namely:
• Human resource development and improvement of 
the social infrastructure.
• Improvement and development of basic 
infrastructure.
• Improved competitiveness of the Bulgarian economy.
• Environmental protection.
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• Sustainable and balanced regional development.
• Development of agriculture and rural areas.
Broken down by individual operational, the objectives are:
1. The Human Resource Development Operational Program. 
The wider objective envisages improvement in the 
quality of life. It will be achieved through several speciﬁc 
objectives:
• improved employment rates and lower unemployment; 
• ensuring access to high-quality education and 
encouraging life-long education;
• social inclusion of underprivileged groups on the labour 
market. 
2. Basic Infrastructure Operational Program. The wider 
objective is the integration of the national transport system 
into the EU transport network. This goal will be achieved 
through the following objectives:
• improved transport services;
• sustainable transport development;
• achieving balance between the individual types of 
transport.
3. Competitiveness Operational Program. The program’s 
wider objective is the achieving a dynamic economy, 
competitive on the European and global market, through 
active promotion of entrepreneurship. This will be achieved 
through:
• development of enterprises through promoting 
innovation and  improving the efﬁciency of production;
• improvement of the business environment.
4. Environment Operational Program.  Program goal: 
conservation, improvement and restoration of the 
natural environment and development of environmental 
infrastructure leading to improved quality of life for citizens 
and improved investment opportunities in the economy. 
This will be achieved by:
• the conservation and improvement of the quality of 
water;
• improvement of waste management and soil 
protection;
• improved quality of the ambient air and lower noise 
pollution.
5. Regional Development Operational Program. Wider 
objective: ensuring sustainable and balanced development 
of Bulgarian regions in the context of European cohesion 
policy. This will be done through:
• the development of sustainable, dynamic urban centers, 
interconnected and contributing towards the improved 
well-being of less urbanized territories;
• mobilizing regional and local institutional capacity 
and resources in implementation of the regional 
development policy;
• rational distribution of local infrastructure and services 
to ensure the balanced growth of regions. 
6. Agriculture & Rural Development Operational Program. 
Objectives: 
• establishing competitive mid-sized agricultural 
holdings; 
• encouraging young farmers; 
• providing incentives to agricultural holdings to close the 
production cycle; 
• establishing viable rural areas of diverse economic 
structure; 
• environmentally friendly and sustainable resource 
management.
The program objectives will be achieved by pursuing the set 
priorities and speciﬁc measures52.
Regional policy in political parties’ pre-election programs 
During the pre-election period, political parties also touched 
upon regional development in their debate. Most political forces 
are in favor of promoting local self-government. For example 
“Coalition for Bulgaria” will propose changes to the legislation 
that will enhance the role of local government. This, according 
to party leaders, can be achieved through a specialized  fund to 
build more capacity in municipalities Most political forces insist 
on the establishment of a second level of local government that 
will take over the management of the delegated state resources 
for education and infrastructure. There were again appeals to 
allow municipalities to establish tax rates on their own. 
Pre-accession programs
PHARE Program – Cross Border Cooperation. In early May, 
4 ﬁnancial memoranda were signed between Bulgaria and the 
European Commission under the PHARE Program – Cross 
Border Cooperation: European Neighborhood Policy Program 
with Greece, Romania, Macedonia, Serbia and Montenegro” 
The total value of the memoranda runs at EUR 33 million. It 
is distributed as follows: Greece – 20 million; Romania – 8 
million; Serbia and Montenegro - 3 million;  Macedonia – EUR 
2 m. The amount of national co-ﬁnancing is about EUR 7.7 m. 
The funds provided under the new memoranda will be used to 
ﬁnance the following areas: (1) improvement of the transport 
infrastructure;  (2) environmental protection; (3) enhancing the 
economic activity and cross-border contacts, and (3) technical 
52 More details on the operational programs are available at the Agency for Economic Analyses 
and Forecasting website. 
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assistance for the development of programs and documents for 
future co-operation. 
As part of the Memorandum on co-operation between Bulgaria 
and Greece, priority will be given to the road infrastructure. 
Next on the list are funds for SME promotion, environmental 
protection, development of cultural contacts and improvement 
in the human resources quality.
The Memorandum with Romania focuses on improving the 
infrastructure and, above all, the rehabilitation of the road 
connection between Pleven and Nikopol to provide easier 
access to the Nikopol- Turnu Magurele ferryboat line. 
Support to planning regions. It was announced in March that 
the North-Eastern Planning Region will receive grants worth 
EUR 7.7 m under three schemes – the ﬁrst one intended for 
regional economic development. It is worth EUR 4.1 m. Its 
goal is to improve employment opportunities and upgrade the 
infrastructure in the region. The project implementation will 
start in July – August 2005. It will ﬁnance activities on enterprise 
development, road repairs, and works on water-supply and 
sewerage facilities. The size of individual grants will be EUR 
100 thousand. 
The second scheme targets alternative employment. Its ﬁnancial 
framework is EUR 2.8 m. Funds are provided by the PHARE 
Program. The purpose of this scheme is to encourage new 
business initiatives and new forms of employment. Individual 
grants will be worth up to to EUR 20 thousand. Priority will be 
given to SMEs from the North-East and North-West planning 
regions. 
The last scheme is intended for joint small projects in Bulgaria 
and Romania. It targets mostly the areas around Silistra and 
Dobrich. Its budget is EUR 800 thousand. Potential beneﬁciaries 
are the municipalities, local professional organizations and 
unions. Small non-investment projects of the People-To-People 
type will be ﬁnanced in the area of education, culture, local 
economic development. 
Individual grants will be from EUR 10 thousand up to EUR 50 
thousand.  
Good practices in local government
Improved quality of administrative services. Efforts to 
improve qualiﬁcation of local administrations and upgrade 
the quality of administrative services are continuing. A good 
practice in this ﬁeld is the international quality certiﬁcate ISO 
9001:2000 granted to the Regional Administration of Veliko 
Tarnovo. The documentation for the introduction of a modern 
quality management system of services was successfully 
developed. The certiﬁcation is valid for a period of 3 years and 
covers the implementation of regional policy towards exercising 
local governance by the state and ensuring the compliance of 
national and local interests. The certiﬁcation also covers the 
administrative services provided to citizens and organizations. 
Certiﬁcation is an important point in the administration’s activity. 
It represents a process of evaluation of a given organization as 
compared to international or sector standards. The evaluation 
is carried out by an independent accredited certifying body 
and is submitted to an international certiﬁcation organization 
(in this case, BVQI). Based on the positive evaluation, 
the Regional Administration is awarded an internationally 
recognized Certiﬁcate of Quality. In Bulgaria, this is only the 
second Regional Administration (after Kardzhali) to be given an 
international certiﬁcate of quality for its services.
 
This good practice also allows local administrations to improve 
the quality of services provided, and upgrade the image of 
their respective regions thus attracting a greater number of 
investors. 
Public-private partnership. The Municipal Council in 
Pazardzhik adopted a special program for public works projects 
at sites owned by the municipality. The program is envisaged 
to be implemented on the basis of public-private partnerships, 
i.e. with the active involvement of the local business, citizens 
and non-governmental organizations. The goal is to establish 
sustainable public-private partnership in the processes of 
construction and maintenance of municipal property. The 
activities for which such partnership is envisaged include: 
landscaping and maintenance of residential areas, alleys, 
children’s playgrounds, pedestrian crossings etc. 
Businesses, citizens and non-governmental organizations will 
be eligible to apply to the municipality for ﬁnancing of their 
projects, if they can supply at least 25 per cent of the project 
value. Incoming proposals are reviewed in a competitive 
procedure. Projects worth up to BGN 10 thousand will be 
ﬁnanced. Financial resources from the municipal budget have 
been set aside for the projects. 
This is a good way of establishing and maintaining public-private 
partnerships – a skill that is necessary also for the absorption of 
European funds. 
Improved qualiﬁcation of the local administration. The 
process of training and preparation of employees in local 
administrations on issues related to European integration is 
continuing. In June, a training session was held in the Smolyan 
Municipality. Its objective is to give ofﬁcials knowledge about the 
EU and the development of the integration process, EU regional 
policy, European pre-accession programs and structural funds, 
the mechanisms for absorption of ﬁnancial resources under 
these funds. 
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The Treaty between the Member States of the European 
Union and the Republic of Bulgaria and Romania concerning 
the accession of the Republic of Bulgaria and Romania to the 
European Union, which was signed on 25 April 2005, and its 
subsequent ratiﬁcation and promulgation gave new dimensions 
to the process of Bulgaria’s European integration. Thus, recent 
months have witnessed intensive lawmaking in the National 
Assembly, which resulted in passing a number of new acts 
and amendments to existing legislation. These amendments to 
Bulgarian law were dictated by the need to further align it with 
Community law. 
The basic areas in which Bulgarian law was harmonized 
with Community law in the last months of this government’s 
mandate include: (1) register procedures; (2) banking law; (3) 
public offering of securities; (4) judicial executory procedure; (5) 
international private law. Amended and supplemented was also 
the regulation of (6) the customs regime, (7) the exit regime 
for Bulgarian nationals; (8) intellectual property; (9) social 
security; (10) technical requirements to products; (11) small 
and medium-sized enterprises; (12) the investment regime and 
(13) public procurement. 
Register Procedures
In an environment of developed market economy and 
established rule of law, Bulgaria has now to reform the registers 
of legal persons and the property registers it maintains with 
a view to create a secure and transparent environment for 
starting up and doing business. The register reform is directly 
linked to the introduction of e-Government. In this connection, 
the Government has developed a Strategy for Establishing a 
Central Electronic Register of Legal Persons and an Electronic 
Registries Center of the Republic of Bulgaria. Almost all 
EU Member States have introduced or are introducing 
registration systems, which notably facilitate the access to and 
dissemination of information. All these systems have one thing 
in common, which helps to achieve this objective – integrated 
and centralized databases, which allow for obtaining information 
in different forms, including electronically and via the Internet.
 
BULSTAT Register Act, prom., OG, No. 39 / 10 May 2005, 
in effect since 11 August 2005, Regulation No. 2 / 21 April 
2005 on maintaining and preserving the property register, 
and amendments and supplements to the Tax Procedure 
Code (TPC) have been passed in light of the implemented 
Government strategy.
The need to fulﬁll the recommendation of the European Union 
to separate administrative from statistical tasks demanded to 
have a BULSTAT Register Act passed. The act envisages for 
the Registry Agency at the Minister of Justice to administer 
the BULSTAT Register (the latter was formerly maintained by 
NSI), whereby EUROSTAT’s recommendation for introducing a 
“One-stop-shop service” and achieving high quality of services 
is fulﬁlled. The act also regulates the relations between the 
registry services at the Registry Agency and the district courts 
and other registries and information systems, which are 
currently regulated at subordinate legislation level.
The act regulates the scope of the BULSTAT register, the 
subject matter of the uniform identiﬁcation code, the information 
content of the register, the registration procedure, the access to 
the data in the BULSTAT Register, and the administrative penal 
responsibility for failure to fulﬁll the obligations determined by 
law.
  
The act will result in introduction of the uniform identiﬁcation 
code, which will improve the coordination of the services 
within the different registries like the National Tax Register, the 
Register of Insurers and the Customs register, as required by 
the World Bank.
 
TPC has been amended towards unifying the legal regulation of 
the tax register and the BULSTAT Register in light of introducing 
the uniform identiﬁcation code. Thus the requirement to state 
a tax registration number – the tax registered person states 
BULSTAT number in all documents it issues, has been 
eliminated.
The territorial tax directorate at registration is the directorate, 
which covers the district where the seat of the tax subject 
registered in the BULSTAT register is located. Data about 
tax subjects are ofﬁcially registered on the basis of BULSTAT 
Register data and data for opened and closed bank accounts 
provided by commercial banks and branches of international 
banks.
In the process of registry reforms, notable amendments have 
also been made in the property register regulation.  According 
to Regulation No. 2 / 21 April 2005 on maintaining and 
preserving the property register, the Registry Agency at the 
Minister of Justice is responsible for maintaining and preserving 
this register. Very important is the amendment concerning 
the registry maintenance element – before the amendments 
properties were registered according to their owner’s ﬁle. After 
the amendment properties are registered on territorial basis 
– the property register comprises the real estate ﬁles. The 
registry services maintain the property register in respect of 
the properties located in their region of operation. The property 
register is maintained on paper and on electronic carrier. In 
case of lack of correspondence between the two registrations, 
the registration maintained on paper carrier has effect.
Banking Law
Adopted and promulgated amendments to banking legislation 
concern: (1) types of bank-issued shares: (2) amount of bank-
guaranteed deposits; (3) regime of money transfers, electronic 
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payment instruments and payment systems, and (4) the 
systems for settlement of transactions in securities.
Amendment to the Act on Banks with respect to the types of 
bank-issued shares was promulgated in OG, No. 39. According 
to the amendment, banks issue only dematerialized shares, 
each share giving right to one vote. While before the amendment 
banks had the right to issue only registered voting shares, now 
they may issue only dematerialized voting shares.
Amendment to the Act on Guaranteeing Deposits in Banks 
was promulgated in OG, No. 31. According to this amendment 
the Deposit Guarantee Fund guarantees full repayment of the 
deposit funds of a person in a bank, irrespective of the number 
and amount of deposits, up to a sum of BGN 25 000. Before the 
amendment the maximum guaranteed amount of deposit funds 
was BGN 10 000.
Act on Money Transfers, Electronic Payment Instruments and 
Payment Systems was promulgated in OG, No. 31 / 8 April 2005. 
It will take effect since 8 October 2005. This act provides complete 
regulation of payment relations. It harmonizes Bulgarian with 
Community law and is receptive of three Community directives 
and two Community recommendations concerning payments. 
The act codiﬁes the payment regime. Another merit of this 
instrument is the fact that it regulates subject matter, which 
was previously regulated only in the subordinate legislation. 
The act regulates several groups of payment relations. The ﬁrst 
one covers local and across border transfers: countries, facts, 
obligations and responsibility. The act provides comprehensive 
general regulation of electronic payment instruments – remote 
access payment instruments and electronic money, as well 
as of relevant relations. This is the ﬁrst general regulation of 
payment systems and settlement in the Bulgarian legislation. 
The European law principle of irrevocability of orders and ﬁnality 
of settlement is introduced. The act institutes the “payment 
audit” term and regulates the functions of the central bank 
with respect to payment audit performance. A mechanism for 
extrajudicial settlement of disputes concerning transfers or the 
issuance and use of electronic payment instruments has been 
created for the ﬁrst time in Bulgarian banking law.
A new Article 109a on the settlement systems for transactions 
in securities was passed and inserted in the Act on Public 
Offering of Securities. Systems of not less than three members 
may be created and operated for the settlement of transactions 
in securities. System members include the Central Depository, 
its members and other legal persons speciﬁed in the system’s 
operational rules.  
Amendment has been made to Article 305 of the Commercial 
Code, which regulates non-cash payment. According to the 
new version of Article 305, when payment is made by debiting 
and/or crediting an account, it is considered completed upon 
crediting the account of the creditor or upon payment in cash 
of creditor’s liability.
Public Offering of Securities
A number of important amendments to the Act on Public 
Offering of Securities (APOS) were made with a view to 
harmonize Bulgarian legislation with the securities Acquis, 
particularly with the provisions regulating the activity of 
investment brokers, management companies and companies 
for collective investment in securities. Amendments are also 
aimed at eliminating some imperfections and omissions in 
APOS established in the process of its implementation, as well 
as at bringing the norms of this act in line with the amendments 
to other acts relevant to the subject matter regulated by APOS. 
They concern the applicability of investment services and 
activities, licensing and minimum capital of investment brokers, 
set up of a Fund for Compensating Investors in Securities, 
regulation of the share trust as a collective investment scheme 
and management company requirements.
First, the applicability of investment services and activities has 
been extended – acceptance and delivery of orders for securities 
and provision of individual investment advice to a client with 
respect to one or more securities-related transactions are also 
deﬁned as investment services and activities.
Amendments envisage for investment brokers to be licensed 
for the basic investment services and activities, as well as for 
any additional activity they intend to pursue.
The capital of any investment broker holding money and/or 
securities of clients, shall be not less than BGN 250 000. In 
cases where the investment broker makes transactions in 
securities for its own account and/or underwrites security issues 
and/or makes an offer for initial sale of securities undertaking 
unconditionally and irrevocably to subscribe/acquire the 
securities, such investment broker shall have capital amounting 
to not less than BGN 1 500 000. Outside the above cases the 
capital of any investment broker shall amount to not less than 
BGN 100 000.
It should be noted, that the above amendments regarding 
capital requirements for and licensing of investment brokers 
take effect since 1 January 2006.
With view to the need to harmonize national legislation with 
Directive 97/9/EU concerning investor compensation 
schemes, the act envisages for the set up of a Fund for 
Compensating Investors in Securities.  The basic function of 
this fund shall be to compensate the clients of the investment 
broker when the latter cannot meet its obligations towards 
them, particularly in cases where bankruptcy procedure is 
opened for such investment broker or where the supervisory 
body has established that such investment broker cannot 
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meet its obligations towards its clients because of its ﬁnancial 
condition.
In line with Bulgaria’s commitment to harmonize Bulgarian 
legislation with the requirements of Directive 85/611/ЕЕС 
concerning companies for collective investment in transferable 
securities, the act introduces a new scheme for collective 
investment in securities – the share trust.  The basic speciﬁcity 
of the share trust, which determines the peculiarities of its legal 
regulation, is that unlike the other collective investment scheme 
regulated in APOS – the investment company, the share trust 
is not a legal person. It represents detached property for the 
purpose of collective investment in securities of money raised 
through public offering of shares. The shares into which the 
share trust is divided may have different nominal value and 
give right to a corresponding portion of the share trust property, 
including upon liquidation of such share trust. Given that the 
share trust is non-personiﬁed and that there are no membership 
relations between such share trust and the holders of shares, 
the shares in the share trust are not voting and such share 
trust does not have its own management bodies. Hence, it is 
envisaged for the share trust to be organized and managed 
by a management company, which must be authorized by the 
commission to organize and manage the corresponding share 
trust under terms and procedures determined by law. The share 
trust may be only open-type.  
The basic amendments concerning management companies 
include:
 1.  Increasing the minimum required capital of 
management companies from BGN 100 000 to BGN 250 000, 
with companies required to make their capital compliant to legal 
requirements until 1 January 2006.
 2. Establishing an obligation for personal transactions 
in securities of the members of the management and control 
bodies of management companies, of investment advisors 
working under contract for such companies, of their employees 
and related persons, to be made according to the rules drawn up 
by the management company and approved by the commission 
within the authorization procedure for the corresponding 
company.
 3. Like for investment companies, the so-called 
single passport is introduced also for management companies 
operating throughout the European Union and the European 
Economic Area, as well as for collective investment schemes in 
respect of the offering of their shares, stocks accordingly. The 
provisions regulating the “single passport” shall take effect as 
from the date of Bulgaria’s accession to the European Union.
Introducing the Private Judicial Executor Institute
The Act on Private Judicial Executors was promulgated in OG, 
No. 43 / 20 May 2005. It adopts the judicial execution model, 
which is operational in most EU member States. Thus, the basic 
principle of the act is to take enforcement out of the State sphere 
and have it performed by professionals united on a branch and 
corporate principle. The professionals will have their own self-
governing organization wherein they shall be required to be 
members. This will be the Chamber of Private Executors, which 
shall provide self-regulation and self-control towards achieving 
high professional and moral standards. The advantage of the 
private judicial executor institute is in the fact that enforcers 
are interested in quality, expedient and efﬁcient execution. In 
this aspect the application of the model laid down in the act 
will have a positive effect on Bulgaria’s economic development 
and will contribute towards eliminating a highly aggravated civil 
jurisdiction problem of the Bulgarian legal system.
The act contains very strict and effective guarantees, including 
also different control mechanisms, against abusive practices of 
private executors. Thus, the State will exercise administrative 
and ﬁnancial control on the activity of private executors who can 
be deleted from membership for violating legal requirements 
or the rules of the corresponding self-governing community 
– the Chamber of Executors. Control of their personal property 
status is also envisaged as they will dispose of sizable assets. 
Controllable will be also to what extent they dispose of assets 
in the interest of creditors and claimants. Property liability for 
damages incurred by the private executor to creditors and 
debtors because of illegal enforcement is envisaged for the ﬁrst 
time. A mechanism of professional insurance and direct claim 
of property damages incurred by illegal actions of the private 
executor is also laid down.
According to the act, private judicial executor is any person to 
whom the State assigns the enforcement of private claims 
(liquid executable claims). The State may also assign to the 
private judicial executor to collect public claims.
 
International Private Law
The Code of International Private Law promulgated in OG, No. 
42 / 17 May 2005, codiﬁes for the ﬁrst time the regulation of the 
international private law subject-mater, which was previously 
scattered in different laws and regulations and often lacked 
coordination. Judicial practice needs, the increasing role of 
international private law in the integration processes and the 
need to align Bulgarian with Community law were pointed out 
as reasons for passing the Code.
 
Certain acts which regulate speciﬁc private relations will exist 
parallel to the Code, for example the regulation of the applicable 
law to bills of exchange, promissory notes and cheques in 
Chapter Thirty Five of the Commercial Code concerning 
the subject-matter of international transport, as well as the 
regulation of bankruptcy.
The fundamental principle laid down in the Code is that any 
private relationship is regulated by the law of that State to which 
it is most pertinent. This is the most general principle, which is 
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particularized using different criteria like citizenship, place of 
performance of a legal act, place of residence, etc.
 
The Code regulates:
1.  the international jurisdiction of Bulgarian courts, of other 
bodies, and the procedure in international civil cases;
2.  the applicable law to private legal relations with an 
international element (relations involving two or more 
States);
3. the recognition of and permission to execute foreign 
decisions and other acts in the Republic of Bulgaria.
An important part of the Code is the set of norms contained 
in Part 3. These are the norms, which stipulate the state law 
governing the legal qualiﬁcation, norms relevant to the so-
called transmission, establishing the content of the foreign law 
and the grounds for refusal to apply foreign law. The burden of 
stipulating the applicable law lies with the court. A requirement 
is included for foreign law to be interpreted and applied as it is 
interpreted and applied in the respective State; refusal to apply 
foreign law or misinterpretation and misapplication of foreign 
law constitute grounds to appeal the decision.
Very important for Code’s implementation and for practice are 
the provisions on the legal status of subjects. The personal 
status of physical persons is determined on the basis of the 
preserved traditional element of Bulgaria’s international private 
law – nationality of persons, which is combined with the territorial 
element – their usual place of residence. The basic criteria 
introduced for the legal status of legal persons is the place of 
registration. The principle of the so-called actual management 
of the legal person is introduced as an additional criterion.
Precisely developed is also the subject matter regulating the 
grounds for jurisdiction of Bulgarian courts and other bodies 
in hearing international civil cases, and the issues concerning 
exequatur proceedings.
Customs Regime
The process of aligning Bulgarian legislation with Community 
law has brought to signiﬁcant changes in the Customs 
Act concerning customs control, customs obligations, the 
procedure of appealing writs of prevention, the administrative 
penal liability and the rummaging and conﬁscating powers of 
customs authorities.
1. A speciﬁc form of customs control - follow-up 
control, is envisaged for checking the legality of examined 
person’s actions in applying the corresponding commercial 
policy and accounting legislation regimes, procedures and 
measures and in performing his or her obligations for paying 
the government collections. The follow-up control bodies are 
speciﬁed – special units in the Central Customs Administration 
of the Customs Agency and in the regional customs ofﬁces, 
as well as controllable persons, the examination procedure – 
the mechanism of assigning and documenting the examination, 
collecting, establishing and securing evidence, the rights and 
obligations of examined persons, the methods of collecting, 
preparing, securing and establishing evidence and the 
instruments of evidence in the examination process.
 2. The questions concerning the origination, payment, 
refunding and remission of customs obligations are developed 
further with a view to achieving a higher degree of compliance 
with the Community Customs Code (Council Regulation No. 
2913/92).
 3.  It is envisaged for writs of prevention to be 
appealable according to the procedure of appealing writs of 
exaction of public government collections.
 4.  Amendments to the administrative penal provisions 
are also included – the sanctions for physical persons are 
harmonized with those for legal persons and sole traders where 
such sanctions are envisaged (Articles 234, 234а, 235, 238 and 
238а), property sanction is included for legal persons and sole 
traders (Articles 235, 238 and 238а), whereby they become 
in pari liable with physical persons for failure to observe the 
respective customs provisions.
 5.  The method of determining the administrative penal 
liability in the event of customs fraud is changed – the sanction 
is bound to the damage incurred on the budget and not to the 
customs value of the violation goods.
 6.  The rummaging and conﬁscating powers of customs 
authorities referred to in Article 16 of the Act are developed 
further. Customs authorities shall be able to rummage and 
conﬁscate according to the Criminal Procedure Code and in 
such cases they will have the powers of bodies of pre-judicial 
proceedings.
Exit Regime for Bulgarian Nationals
Amendments and supplements to the Act on Bulgarian Identity 
Documents were promulgated in OG, No. 43. They concern the 
exit regime for Bulgarian nationals, particularly the opportunity 
to refuse to issue or to revoke an issued passport in certain 
circumstances.
In that aspect, the act provides for an opportunity to prohibit exit, 
to refuse to issue to or revoke an issued passport of persons 
accused in or convicted of malicious general offence, as well as 
of persons having judicially established large liabilities towards 
Bulgarian and foreign physical and legal persons, except where 
their personal property is sufﬁcient to cover the liability or they 
present due security.
Intellectual Property
Amendments to the Act on Marks and Geographical Indications 
as well as to the Act on Industrial Design were promulgated 
in OG, No. 43. These amendments were dictated by the 
need to eliminate the imperfections of the former regulation 
of intellectual property relations and were aimed at achieving 
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higher uniﬁcation of national legislation with Community 
directives in the ﬁeld.
The amendments and supplements to the Act on Marks 
and Geographical Indications are aimed at creating better 
environment for invoking protection of marks and geographical 
indications based on precise examination and at guaranteeing 
timely and efﬁcient administrative penal protection of the 
exclusive right of mark holders and geographical indication 
users. 
The grounds for refusal of registration for a mark under Articles 
11 and 12 of the Act are fully harmonized with the Community 
Regulation concerning marks. The grounds for invalidation are 
supplemented by including an opportunity to invalidate the 
registration of a mark on the grounds of earlier brand name 
right.
Any application meeting formal regularity requirements shall be 
published. Thus the public will be informed of any application 
ﬁled and will not need to request the Patent Ofﬁce for special 
examination.
The institution of “opposition” against the registration of a mark 
is introduced. Any person may ﬁle an appeal, paying no fee. 
The person ﬁling the appeal shall not become a party to the 
application-related proceedings.
 
Time limits are speciﬁed for Patent Ofﬁce’s actions in respect 
of registering marks, considering disputes and protecting mark 
rights. Chapter 3, Protection of Mark and Geographical Indication 
Rights, is amended as well. The mark right may now be object 
of security under existing or future claim or object of special 
pledge. The mark right is included in the bankruptcy estate in 
the event of bankruptcy proceedings against the mark holder. 
Amended were also the norms relevant to the examination as 
to form and the examination as to substance. The sanctions for 
infringement of mark and geographical indication rights and the 
administrative penal liability procedure are regulated in detail.
The latest amendments and supplements to the Act on 
Industrial Design, promulgated, OG, No. 43 / 20 May 2005, 
in effect since 21 August 2005, were dictated by the need to 
eliminate the regulation imperfections established in the 4 
years of application of this act, particularly imperfections in the 
process of examination as to substance, the proceedings in 
the appeals department, i.e. the arbitration procedure, the civil 
protection and the administrative penal liability, and also by the 
need to harmonize the subject matter with the requirements of 
Regulation No. 6/2002 concerning Community design, in effect 
since January  2003.
The act amends the criteria, which a design must satisfy 
for registration (particularly concerning the “originality” 
assessment). The novelty protection period is extended from 
6 to 12 months; provisions are laid down for security measures 
in respect of industrial design rights, for special pledge on such 
rights and for including such rights in the bankruptcy estate.
Earlier industrial property right protected under another act 
is added to the grounds for invalidation of industrial design 
registrations.
Amended are also the norms concerning the examination 
as to form and the examination as to substance, as well as 
the proceedings in the appeals department. Amended and 
supplemented is the section on border control measures – the 
scope of application is clearly outlined and exceptions as to 
perishable goods and goods produced by copying or using 
the registered design are envisaged. Substantially amended is 
Chapter 7 on administrative penal liability. Imposed sanctions 
are regulated in detail, the body destroying the goods 
conﬁscated in favor of the State is speciﬁed and that is the 
Ministry of Interior.
Social Security
Amendments and supplements were passed to the Health 
Insurance Act (HIA) and the Social Security Code (SSC), 
promulgated respectively in OG, No. 45 / 2005 and OG, No. 
38 / 2005. Amendments to HIA are aimed at improving the 
regulatory basis concerning the health insurance obligations of 
certain groups of Bulgarian nationals, and those to SSC are 
aimed at introducing obligations for insurers to issue certain 
documents upon termination of labor or service relations with a 
worker or employee, at changing the subject paying the beneﬁts 
for temporary disability, maternity beneﬁts and state social 
security beneﬁts, as well as at introducing certain requirements 
for the termination of activity of insurers having no successors.
The latest amendments to the Health Insurance Act release, 
under certain conditions, Bulgarian nationals with permanent 
residence abroad from their past health insurance obligations. 
The motive of the legislator is that such Bulgarian nationals 
have settled in another country where they get health insured 
according to the laws of such country and as they do not get 
health care in Bulgaria, it is not just for them to be double 
insured. The previous amendments to the Health Insurance 
Act enabled this group of Bulgarian nationals to leave at their 
discretion and under certain conditions the mandatory health 
insurance system. According to the Act, persons, who owe 
health insurance contributions for their account up to 1 
June 2005, may request for the payment of their liability to 
be rescheduled until 31 December 2006, if for the period 1 
October 2004 – 31 March 2005 their average monthly income 
per family member is not more than BGN 200 inclusive. Persons 
who owe health insurance contributions for their account, which 
have originated before 1 June 2005, are not obliged to pay 
interest for the period 1 June 2005 – 31 December 2006.
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Amendments to the SSC introduce an obligation for the 
insurer to issue free of charge upon termination of labor or 
service relations documents for length of service and income 
for social security purposes within 30 days from termination of 
the relation, regardless of whether the worker or employee has 
so requested. The amendments have preserved the obligation 
for the insurer to issue such documents at the request of the 
insured person or a representative of such person within 14 
days from the request in the hypotheses where the relationship 
is not terminated, as well.
The amendments to Section I, Beneﬁts for Temporary Disability 
and Job Placement, assign the payment of beneﬁts for 
temporary disability, pregnancy, birth and raising a child, as well 
as state social security beneﬁts, to the territorial units of the 
National Social Security Institute and not to the employer as 
was the case before. This was dictated by the frequent abusive 
practices and delayed payments by the employers. The other 
social security beneﬁts and relief are paid by the insurers within 
the time limits for payment of the employee pay. TFP of SSC 
envisage for the beneﬁts for temporary disability, pregnancy, 
birth and raising a child and the state social security beneﬁts 
to be paid until 31 December 2005 by the insurers within the 
time limits for payment of the remunerations to the insured 
persons.
The latest amendment to SSC, which will take effect since 1 
January 2006, concerns the termination of activity of insures 
that do not have successors. In such cases, pay-sheets shall 
be submitted to the corresponding territorial unit of the National 
Social Security Institute, unless another procedure for their 
preservation is determined by law. In that connection, TFP of 
SSC envisage for any legal or physical person, government 
institutions, municipalities or mayors preserving pay-sheets of 
terminated insurers having no successor to submit such pay-
sheets to the corresponding territorial unit of the National Social 
Security Institute within one year as of 1 July 2005.
Regarding the obligation to submit pay-sheets, the latest 
amendments to CPC promulgated in OG, No. 38 introduced 
in Article 495 on the content of the request for termination of a 
legal person or sole trader having no successor the obligation 
for enclosing a certiﬁcate of submission of pay-sheets issued 
by the territorial unit of the National Social Security Institute 
according to Article 5, paragraph 10 of the Social Security 
Code.
Technical Requirements to Products
Amendments and supplements to the Act on technical 
Requirements to Products were promulgated in OG, No. 43. 
This act regulates the procedure of specifying the essential 
requirements to products intended for marketing and/or 
putting into operation and according to the latest amendments 
it regulates the supervision of the marketed and/or put into 
operation products for which essential technical requirements 
have been speciﬁed. The objective of this act is to create 
conditions for the marketing and/or putting into operation of 
products that are not dangerous for human life and health, 
to harmonize the essential requirements to products with the 
essential requirements adopted in Community directives, 
to provide conditions for mutual recognition of compliance 
assessment results and for integration in the Single Market of 
the European Union.
SME
Ordinance on the terms and procedures of assigning activities 
under Article 7, paragraph 2 of the Small and Medium-sized 
Enterprises Act was passed within the regulation of small 
and medium-sized enterprises. The Ordinance envisages 
for the activities on the provision of information services 
for SMEs, study and analysis of the conditions for doing 
business, organization of training courses and seminars and 
the organization and coordination of projects for promotion of 
SMEs and impact on underprivileged groups to be assigned to 
non-proﬁt legal persons engaged in SME supporting activities. 
Activities and projects shall be assigned on a territorial principle 
by way of competition or direct negotiation in the event of only 
one candidate.  
Investment Regime
Amendments to the Rules for the Implementation of the 
Investment Promotion Act were promulgated in OG, No. 34. 
According to the Rules, investments are divided into three 
classes based on their amount. The most important amendments 
lowered the investment threshold for each class, while 
preserving the minimum threshold for a class certiﬁcate at BGN 
10 m. The director of the Bulgarian Investment Agency (BIA) or 
a person authorized by him issues investment class certiﬁcates 
based on an application by the investor. Amendments require 
for the application to be accompanies by a document certifying 
absence as of application ﬁling date of liquid or chargeable 
tax liabilities and mandatory insurance contribution liabilities 
according to investor’s national legislation.
Public Procurement
Amendments to the Ofﬁcial Gazette Act promulgated in OG, 
No. 31 / 2005 require for public procurement notices under the 
Public Procurement Act to be published since 1 May 2005 in 
the Ofﬁcial Gazette site at http://dv.parliament.bg/. With the 
Ofﬁcial Gazette Act taking effect, the only amendment reﬂecting 
on contracting authorities is the need for them to send their 
notices under the Public Procurement Act (PPA) for publication 
in the Piblic Procurement Register at the Agency for Public 
Procurement (APP) as well as, in electronic form, in the Ofﬁcial 
Gazette site. Notices are published in the Ofﬁcial Gazette site 
within 5 days after they have been sent. Contracting authorities 
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are obliged to send until the ﬁrst day of March of each year 
the preliminary notices for the planned PPA procedures for 
publication in the Public Procurement Register and in the 
Ofﬁcial Gazette site. 
The request for promulgation of acts in the ofﬁcial section and 
of notices in the unofﬁcial section has to be accompanied by 
the text of the corresponding act or notice and by a document 
certifying payment of the corresponding fee. The request is 
signed by the head of the body or institution submitting the act 
or notice for publication, or by a person authorized by such 
head, and the seal of the respective body or organization is 
afﬁxed thereto. The cover letter states the legal grounds for 
the promulgation, the ofﬁcials responsible for the technical 
coordination of the text prior to promulgation, and a contact 
phone number.
The above notices are sent to the Public Procurement Register 
operating at APP as well, but the difference is that the register 
contains also information about signed contracts and terminated 
procedures.
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An efﬁciently functioning market economy presumes efﬁciently 
functioning goods, services, labor, and capital markets. This 
report studies one such element – the Bulgarian labor market, 
which has substantial effect on the competitiveness of Bulgarian 
business and of the economy in general. The analysis consists 
of two parts. In the ﬁrst part, the general trends of the Bulgarian 
labor market are studied and compared to the European labor 
market. The role of the State in respect of the Bulgarian labor 
market and the speciﬁc actions and measures of the Bulgarian 
government targeting unemployment are discussed in the 
second part.  
1. Labor Market Analysis
A ﬂexible labor market capable of meeting business and, 
generally, economic requirements is of key importance to 
Bulgaria in light of successfully coping with the challenges of the 
country’s accession to the European Union. In this aspect, an 
analysis outlining the positive and negative trends of Bulgarian 
labor market development will help to identify problem areas 
and make recommendations for their solving or mitigation.  A 
comparison of the major labor market development indicators 
for Bulgaria and for Europe will help to determine Bulgaria’s 
progress, or delay, in the ﬁeld, as well as the country’s strengths 
and weaknesses. 
Twelve major characteristics and trends of the Bulgarian labor 
market development are highlighted below:
1. Bulgaria’s capacity to use labor resources is still quite 
low, as proven by the indicators “working population” and 
“unemployed persons”. According to the latest NSI labor 
force survey, in the fourth quarter of 2004 Bulgaria’s working 
population is less than half (49.4 per cent) of the people aged 
15 years and over, while unemployed persons account for 11.8 
per cent of the working population. 
2. Positive development of employment and unemployment 
has been registered in all age groups in recent years. This is 
generally attributable to a comparatively high economic growth, 
active labor market policy, accelerating economic activity of the 
business and two business-related administrative measures 
concerning the minimum thresholds by economic activities and 
groups of professions and the mandatory registration of labor 
contracts in NSSI.
3. Bulgaria has one of the lowest employment levels (15–64) 
in Europe. According to Eurostat data, the 2003 employment 
level for Bulgaria is 52.5 per cent against 63 per cent on average 
for EU-25 and 64.4 percent for EU-15. Only Poland has lower 
values of this indicator compared to Bulgaria.
4. Young people (15-24) and aged people (55-64) are the two 
population groups accounting for the lowest employment 
levels – 20.7 per cent and 30.1 per cent accordingly. The 
basic reasons for these unfavorable values are, for young 
people, the lack of correspondence between training level and 
business requirements, and for aged people – the ongoing 
economic restructuring processes, which have placed this age 
group in a disadvantaged position on the labor market. 
5. Employment of women registers higher growth against 
employment of men, but is still lower than the latter. In the 
period 2000–2003, employment of women increased by 2.7 
percentage points (from 46.3 per cent to 49 per cent), whereas 
employment of men was only 1.3 percentage points higher for 
the same period (from 54.7 per cent to 56). In a comparative 
aspect, employment of men and women in Bulgaria is still far 
below the average European level of 70.9 per cent for men and 
55.1 per cent for women.
6. Bulgaria registers higher growth in employment of aged 
people (55-64) against EU Member States; however, the 
level achieved is still low and unsatisfactory. According to 
Eurostat data, in the period 2000–2003 employment of aged 
people (30 per cent) increased by about 10 percentage points 
(from 20.8 per cent to 30 per cent), but is still far below the level 
of 40.2 per cent on average for EU-25 and far from the Lisbon 
goal of 50 per cent set for 2010. Higher employment of aged 
people is generally attributable to the new higher retirement 
requirements and the proactive measures implemented by 
the social ministry (the Assistance for Retirement Program, for 
example).
7. Bulgaria has quite low values for the share of employment 
in high and medium-high tech production sectors in total 
employment. According to Eurostat data, the 2003 level of 
this indicator is 22.06 per cent for Bulgaria against 30.64 per 
cent on average for EU-25, which places Bulgaria in the group 
of countries with poor technology positions. Unfavorable is 
also the fact that this indicator registers a downward trend in 
Bulgaria contrary to the upward trend observed in the EU in 
recent years. Currently, it is generally accepted that high and 
medium-high tech sectors are key generators of competitive 
economies. Hence, the State should take special measures to 
promote employment and productivity in these sectors. 
8. Unemployment registers a sustainable downward trend. 
According to NSI data, in the 2000–2004 period, unemployment 
decreased by 4.4 percentage points (from 16.4 per cent to 
12 per cent), which is generally attributable to the intensiﬁed 
economic activity in the private sector and the employment 
programs implemented by the social ministry. The Employment 
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Agency registers higher decrease of unemployment for the 
period 2001–2004, from 17.88 per cent to 12.16 per cent.
While Bulgarian unemployment registers a notable downward 
trend, its 2004 level is 3 percentage points higher compared 
to the average levels of this indicator for EU-25. It should be 
noted that since 2000 unemployment registers an upward trend 
in EU Member States like Luxembourg, Ireland and Austria, 
which have the lowest unemployment levels of 4.2 per cent, 
4.5 per cent and 4.5 per cent accordingly, whereas Bulgaria is 
characterized by a notable downward trend of this indicator. 
9. Unemployment of women in Bulgaria is closer to EU 
levels, unlike unemployment of men. According to Eurostat 
data, the 2004 unemployment of women in Bulgaria stands 
at 11.7 per cent against 10 per cent average for EU-25. The 
difference is only 1.7 percentage points. The situation with men 
is more unfavorable – unemployment levels for Bulgaria stand at 
12.3 per cent or 4 percentage points above average EU levels. 
In the last 4–5 years, unemployment registers a sustainable 
downward trend in terms of both men and women.
10. Since 2001, long-term unemployment registers a lasting 
downward trend, however still far above average European 
levels. According to Eurostat data, in the period 2001–2003, 
long-term unemployment dropped by 3 percentage points to 
8.9 per cent, whereas in the EU it increased by 0.2 percentage 
points to 4 per cent on average. Countries like Luxembourg, the 
Netherlands and Sweden are a good example in the ﬁeld.
11. Unemployment of Bulgarians below 25 is quite high 
compared to average EU values, despite the positive 
trend observed since 2001. According to Eurostat data, 
unemployment of Bulgarians below 25 stands at 27.1 per cent 
and is by 8.7 percentage points higher than the average values 
for EU-25. It should be noted that while the average European 
level is going up since 2001, in the same period Bulgaria 
registers a notable downward trend by 10.9 percentage points. 
The high as yet unemployment of young Bulgarians calls for the 
conclusion that the education and training system need to be 
reformed in order to make young people more competitive on 
the labor market and more able to meet business and economic 
requirements.
12. People with elementary and lower education still 
dominate the educational structure of the registered 
unemployed. According to NSI’s Labor Force Survey, in the 
last quarter of 2004, unemployed university graduates account 
for 5.9 per cent of the labor force of the same education level, 
whereas one of ﬁve of the working population with elementary 
and lower education is unemployed. It is very important to 
create conditions for such people to improve their education 
and training in order to enable their successful integration in the 
labor market and to prevent their long-term marginalization.
The basic conclusion from the analysis of labor-market 
indicators is that in recent years the Bulgarian labor market 
develops successfully. Many positive trends are observed; 
however the basic labor market indicators are still far from the 
average Europe levels. This situation calls for the following 
recommendations to Government labor market policy:
1. increase, in cooperation with local governments, social 
partners and non-governmental organizations, the number 
and efﬁciency of national, regional and local programs for 
improving the education and training of disadvantaged 
people on the labor market;
2. regular monitoring, involving independent experts, of 
program implementation, beneﬁts and costs, strengths 
and weaknesses;
3. adequate incentives for the business to employ 
disadvantaged people and to invest in improving their 
education and training;
4. support the building of good cooperation of the business 
with education/training institutions for accelerated school 
to job place transition;
5. improved coordination with the education, innovation, 
demographic and investment policies;
6. regular monitoring of labor force demand and supply 
at national, regional and local level with a view to duly 
tailor education programs to new economy and business 
requirements;
7. develop and implement efﬁcient employment promotion 
measures for high and medium high tech sectors, which 
are major generators of competitive economies.
Improving the Labor Market
An indicator of the State contribution towards improved labor 
market efﬁciency is the effectiveness of developed labor 
market policies and measures. Thus, operational efﬁciency 
is measured as a ratio between the goals and outputs of 
government programs. 
The State directly contributes towards an efﬁciently functioning 
labor market by implementing employment policy priorities. 
There are four lines of Government policy measures towards a 
better functioning labor market: 
(1) training and retraining of the unemployed and the 
employed, 
(2) labor deregulations, 
(3) active employment and business promotion measures, 
and 
(4) improving the institutional framework for employment 
promotion. 
The State can also inﬂuence labor market efﬁciency indirectly 
by measures laid down in the overall economic policy – ﬁscal 
and monetary, and by other government policy measures, 
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which have direct effect on the labor market, social security 
costs for example. 
The sizeable resources allocated to employment policy 
determine the implementation of its ambitious goals. 
Training of the employed and the unemployed is the ﬁrst 
government policy instrument, which is becoming popular 
because of the increased supply of and the facilitated access 
to such measures. The table below outlines this trend:
Table 17.  Training for the unemployed and the 
employed
2001 2002 2003 2004 (I–IX)
Training and retraining -- 23 234 30 834 24 456
Trained employed persons -- 554 8 863 --
Number of courses -- 815 1 482 --
Funds spent on training 
(million BGN) -- -- 1.595 5.475
Source: National Action Plans for Employment, 2002–2005
In 2003, the Employment Agency organised 1,482 vocational 
training courses (45% increase from the previous year) and 
the number of individuals who completed training courses in 
2003 is up 66.1 % on 200253. The positive aspect of these 
training courses is that they provide mainly additional training 
in response to employers’ demand of more qualiﬁed labor. 
In line with the continuing training concept, which supports 
professional mobility in the new situation of labor market 
demand, the Bulgarian employment policy envisages also 
training of the employed. Such measures register notable 
progress compared to 2002, because the number of individuals 
who have completed training for employed courses is up 16 
times from 2002, from 554 to 8,863. Besides, the efﬁciency of 
such courses is improving, because the share of individuals, 
who ﬁnd a job upon completing such course registers increase 
from 40.2 per cent in 2002 to 48.9 per cent in 200354. 
Labor regulations are the second Government policy 
instrument. Overall, they inﬂuence the quality of the business 
environment in an economy, but are not of primary importance. 
However, hiring and ﬁring procedures are the basic labor 
regulation parameters within the labor market that have 
inﬂuence on the business. There is a need to facilitate as 
much as possible hiring and ﬁring procedures with a view to 
encourage employment in the private sector. 
The effect of the second aspect of labor regulations is felt on the 
labor market through the mechanism of mandatory registration 
of labor contracts in NSSI, which was introduced in January 
2003. This measure has a substantial positive effect on the 
condition of the labor market in terms of improving its nominal 
parameters like unemployment rate and increasing the average 
income levels. A secondary positive effect is generated by 
including the informally employed in the social security system. 
The other measures, which are of secondary importance, but 
relate to the ﬁst measure include:
• Facilitating existing administrative procedures.
• Increasing real income from different types of regulated 
employment.
• Decreasing the economic proﬁt from the grey economy 
that generates higher income.
• Enhancing control.
These measures contribute to reducing undeclared 
employment, which is still above average European levels. The 
share of undeclared employment is 7–19 percent on average 
for Europe, whereas for Bulgaria it approximates 20 per cent 
of total employment.55. Besides, these measures increase 
declared employment and the ﬂow of larger amounts of funds 
to NSSI, this contributing towards complementary objectives of 
the Bulgarian social policy.
There is yet another aspect of the analysis, which is relevant 
to labor regulations. The greater freedom employers have in 
setting the pay of their employees and the human resource 
policies (leaves, bonuses, training, recruitment, redundancy), 
the more expedient the labor market will be in allocating free 
labor resources to the most efﬁcient activities and in  redirecting 
the underemployed to activities in which they would be more 
contributing. 
Active employment measures are the third Government 
policy instrument.  They are properly implemented and the 
allocations for such measures are enormous. New resources 
are allocated for new target groups every year. This brings on 
the labor market economic agents that could not appear on this 
market without State intervention. Active measures cover one 
way or another about 30 per cent of all unemployed Bulgarians, 
which is a remarkable achievement per se. In addition to the 
data about active measures coverage, the ﬁnancial aspects of 
this employment policy section also call for the conclusion that 
the Government makes serious efforts towards an efﬁciently 
functioning labor market. In 2003 employment programs utilized 
about BGN 234 m, covered 144 044 unemployed, training and 
retraining courses covered over 70 thousand people56. The 
Microcrediting Guarantee Fund Project, which is implemented 
within the Facilitating the Start Up and Doing Business Program 
of the Entrepreneurship Promotion measure, has similar 
positive effect on economic unemployment.
Institutional framework improvements are the fourth 
Government policy instrument. They are focused mainly 
53 MLSP. Report on the Progress Made by the Republic of Bulgaria on the Joint Assessment of 
Employment Priorities, p. 12.
54 Ibid.
55 MLSP. 2004 National Action Plan for Employment, p. 112.
56 MLSP. Report on the Progress Made by the Republic of Bulgaria on the Joint Assessment of 
Employment Priorities, p. 16.
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on improving the structure and activities of the Employment 
Agency (EA), on capacity building to manage the support from 
European funds and on enhancing the business capacity by 
regions and municipal governments capacity; on improving the 
cooperation of government bodies with the business in meeting 
employers’ needs with the quality of labor force supply available 
in Bulgaria. This institutional aspect, contributing towards an 
efﬁciently functioning labor market, will become ever more 
important after the Bulgarian economy gets integrated in the 
Single Market and unemployment reaches average EU levels.
Migration is one more aspect, “on the border” between the State 
and the business, that can be added to the above tools, which 
the Government employs to inﬂuence the labor market. On 
one part, the economic development towards EU membership 
presumes more investments by emigrants. As the quality of 
life in Bulgaria improves, the economic role of emigrants will 
increase, especially upon Bulgaria’s accession to the EU. This 
will be manifested in increased investments in the economy 
by emigrants and in intensive immigration of Bulgarians from 
abroad.
The success of next government’s efforts to solve unemployment 
problems will be largely dependable on the government policy 
and on the proper use of the above instruments. The most 
important question for the Bulgarian labor market is how the 
above instruments will be implemented in practice.
Conclusions
In Bulgaria, as well as in the new EU Member States, growth 
in the period of transition was accompanied by increasing 
the output per employed person and decreasing the number 
of employed persons. Since 2002 growth in employment 
develops at accelerated pace whereas growth in output is lower 
compared to growth in employment. 
Bulgaria should achieve and maintain for a longer period 
sustainable growth at levels far above the growth of EU-15 or 
EU 25, in order to approximate its income and unemployment 
levels to the EU average and in doing so it should not lose 
competitiveness or generate domestic inﬂation pressure. This 
means that Bulgaria needs economic growth where growth in 
output is higher than growth in employment. 
Bulgaria’s economic and social cohesion with the EU can be 
accelerated by means of a targeted long-term national policy 
combined with the structural funds potential towards overcoming 
the negative effect from the existing structural disproportions in 
the Bulgarian economy and population.
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Regulatory Documents Status Ofﬁcial Gazette
Value Added Tax ACT Amended/Supplemented No. 28 / 1.04.2005
Protected Territories ACT Amended/Supplemented No. 28 / 1.04.2005
ACT on marks and geographical indications Amended/Supplemented No. 28 / 1.04.2005
Ore and Mineral Resources ACT Amended/Supplemented No. 28 / 1.04.2005
Political Parties ACT New No. 28 / 1.04.2005
Privatization and Post-privatization Control ACT Amended/Supplemented No. 28 / 1.04.2005
Tourism ACT Amended/Supplemented No. 28 / 1.04.2005
Structure of the Territory ACT Amended/Supplemented No. 28 / 1.04.2005
ORDINANCE on the terms and procedures of building and maintaining a public register of social-purpose sites 
controlled by the regional inspectorates for public health preservation and control New No. 28 / 1.04.2005
GOVERNMENTAL REGULATION on the development and implementation of programs for ﬁnancial rehabilitation 
and monitoring of the ﬁnancial condition of state-owned companies New No. 29 / 5.04.2005
RULES on the structure and activity of the National Conciliation and Arbitration Institute New No. 29 / 5.04.2005
ORDINANCE on the terms and procedures of determining the minimum yield upon management of the assets of 
supplementary compulsory pension insurance funds, covering the difference up to the minimum yield and forming 
and using the reserves to guarantee the minimum yield
Amended/
Supplemented No. 29 / 5.04.2005
ORDINANCE on the own funds and solvency limit of insurers and health insurance companies New No. 29 / 5.04.2005
TARIFF of charges collectable under the Tourism Act Amended/Supplemented No. 29 / 5.04.2005
GOVERNMENTAL REGULATION No. 46 on the approval of National Financial Statement Standards for  Small 
and Medium-sized Enterprises New No. 30 / 7.04.2005
NATIONAL ﬁnancial statement standards for small and medium-sized enterprises New No. 30 / 7.04.2005
ACT on banks Amended/Supplemented No. 31 / 8.04.2005
ACT on the bankruptcy of banks Amended/Supplemented No. 31 / 8.04.2005
ACT on guaranteeing the deposits in banks Amended/Supplemented No. 31 / 8.04.2005
Ofﬁcial Gazette ACT Amended/Supplemented No. 31 / 8.04.2005
Public Procurement ACT Amended/Supplemented
No. 31 / 8.04.2005
and
No. 34 / 19.04.2005
ACT on restricting the administrative regulation and administrative control of  economic activity Amended/Supplemented No. 31 / 8.04.2005
ACT on money transfers, electronic payment instruments and payment systems New No. 31 / 8.04.2005
ACT on the public offering of securities Amended/Supplemented No. 31 / 8.04.2005
Asylum and Refugees ACT Amended/Supplemented No. 31 / 8.04.2005
RULES for the implementation of the State Aid Act Amended/Supplemented No. 31 / 8.04.2005
RULES for the implementation of the Social Assistance Act Amended/Supplemented No. 31 / 8.04.2005
State Property ACT Amended/Supplemented No. 32 / 12.04.2005
Regional Development ACT Amended/Supplemented No. 32 / 12.04.2005
Property ACT Amended/Supplemented No. 32 / 12.04.2005
RULES for the implementation of the Value Added Tax Act Amended/Supplemented No. 32 / 12.04.2005
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RULES on the terms and procedures of prescribing and granting medicinal products Amended/Supplemented No. 32 / 12.04.2005
CALCULATION PROCEDURE for the coefﬁcient of value added change per employed person New No. 33 / 15.04.2005
Government Debt ACT Amended/Supplemented No. 34 / 19.04.2005
ACT on the obligations towards the International Fund for Compensation for Oil Pollution Damage New No. 34 / 19.04.2005
ACT on local self-government and local administration Amended/Supplemented No. 34 / 19.04.2005
Municipal Budgets ACT Amended/Supplemented No. 34 / 19.04.2005
Municipal Debt ACT New No. 34 / 19.04.2005
Special Pledges ACT Amended/Supplemented No. 34 / 19.04.2005
ACT on the National Audit Ofﬁce Amended/Supplemented No. 34 / 19.04.2005
RULES for the implementation of the Investment Promotion Act Amended/Supplemented No. 34 / 19.04.2005
ORDINANCE on the designing, construction and operation of water-supply systems New No. 34 / 19.04.2005
RULES ON THE STRUCTURE of the Commission for Protection of Competition Amended/Supplemented No. 36 / 26.04.2005
ORDINANCE for the implementation of international bank account number and on bank codes New No. 36 / 26.04.2005
ORDINANCE on ofﬁcial travel and specialization abroad Amended/Supplemented No. 36 / 26.04.2005
ACT on human pharmacies and medicines Amended/Supplemented No. 37 / 29.04.2005
ACT on the Judicial Branch Amended/Supplemented No. 37 / 29.04.2005
ORDINANCE on the assessment and classiﬁcation of risk exposures of banks and on forming provisions for 
depreciation losses
Amended/
Supplemented No. 37 / 29.04.2005
ORDINANCE on the capital adequacy of banks Amended/Supplemented No. 37 / 29.04.2005
ORDINANCE on the minimum reserve requirements of banks in BNB Amended/Supplemented No. 37 / 29.04.2005
CIVIL PROCEDURE CODE Amended/Supplemented
No. 38 / 3.05.2005
No. 42 / 17.05.2005
No. 43 / 20.05.2005
Social Security CODE Amended/Supplemented No. 38 / 3.05.2005
Employment Promotion ACT Amended/Supplemented No. 38 / 3.05.2005
ORDINANCE on the terms and procedures of assigning activities under Article 7, paragraph 2 of the Small and 
Medium-sized Enterprises Act New No. 38 / 3.05.2005
ORDINANCE on the terms and procedures of admitting Bulgarian physical or legal persons to participation in 
international procedures of the North Atlantic Treaty Organization (NATO) New No. 38 / 3.05.2005
TAX PROCEDURE CODE Amended/Supplemented
No. 39 / 10.05.2005
No. 43 / 20.05.2005
BULSTAT Register ACT New No. 39 / 10.05.2005
ACT on the public offering of securities Amended/Supplemented No. 39 / 10.05.2005
Privatization and Post-privatization Control ACT Amended/Supplemented No. 39 / 10.05.2005
Corporate Income Taxation ACT Amended/Supplemented No. 39 / 10.05.2005
Financial Supervision Commission ACT Amended/Supplemented No. 39 / 10.05.2005
Cadastre and Property Register
Amended/
Supplemented No. 39 / 10.05.2005
Health Insurance ACT Amended/Supplemented No. 39 / 10.05.2005
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ACT on guaranteeing the deposits in banks Amended/Supplemented No. 39 / 10.05.2005
Bulgarian National Bank ACT Amended/Supplemented No. 39 / 10.05.2005
ACT on banks Amended/Supplemented No. 39 / 10.05.2005
ACT on administrative violations and punishments Amended/Supplemented No. 39 / 10.05.2005
Social Security CODE Amended/Supplemented No. 39 / 10.05.2005
RULES for the implementation of the State Property Act Amended/Supplemented No. 39 / 10.05.2005
ORDINANCE on the maintenance and keeping of the property register New No. 39 / 10.05.2005
COMMERCIAL CODE Amended/Supplemented
No. 39 / 10.05.2005
No. 42 / 17.05.2005
No. 43 / 20.05.2005
Tourism ACT Amended/Supplemented No. 39 / 10.05.2005
ORDINANCE on the minimum requirements for the health and safety of workers upon risks of exposition to 
vibrations New No. 40 / 12.05.2005
ORDINANCE on the protection of workers against risks of exposition to noise at work New No. 40 / 12.05.2005
GOVERNMENTAL REGULATION on the distribution of the allocations in the 2005 central budget for additional 
strength of municipalities New No. 41 / 13.05.2005
GOVERNMENTAL REGULATION No.  363 on structural changes in the health system New No. 41 / 13.05.2005
GOVERNMENTAL DECISION No. 791 on the approval of a List of new separate territories for natural gas 
distribution in the Republic of Bulgaria for which licenses have not been issued
Amended/
Supplemented No. 41 / 13.05.2005
ORDINANCE on the terms and procedures of connecting consumers and on the use of water-supply and sewerage 
systems
Amended/
Supplemented No. 41 / 13.05.2005
ORDINANCE on the content, development and maintenance of a cadastre map and cadastre registers New No. 41 / 13.05.2005
ORDINANCE on the terms and requirements for presentation of nutrition information upon food labeling New No. 41 / 13.05.2005
ORDINANCE on calculating proﬁtability, efﬁciency and ﬁnancial autonomy coefﬁcients New No. 41 / 13.05.2005
CODE of international private law New No. 42 / 17.05.2005
ACT on non-proﬁt legal persons Amended/Supplemented No. 42 / 17.05.2005
ACT on consumer protection and trade rules Amended/Supplemented No. 42 / 17.05.2005
FAMILY CODE Amended/Supplemented No. 42 / 17.05.2005
CODE of maritime trade Amended/Supplemented No. 42 / 17.05.2005
NATIONAL Regional Development STRATEGY of the Republic of Bulgaria, 2005–2015 New No. 42 / 17.05.2005
CRIMINAL CODE Amended/Supplemented No. 43 / 20.05.2005
ACT on copyright and neighboring rights Amended/Supplemented No. 43 / 20.05.2005 
ACT on private judicial executors New No. 43 / 20.05.2005
ACT on the Judicial Branch Amended/Supplemented No. 43 / 20.05.2005
ACT on industrial design Amended/Supplemented No. 43 / 20.05.2005
Special Pledges ACT Amended/Supplemented No. 43 / 20.05.2005
Personal Income Taxation ACT Amended/Supplemented No. 43 / 20.05.2005
ACT on marks and geographical indications Amended/Supplemented No. 43 / 20.05.2005
ACT on obligations and contracts Amended/Supplemented No. 43 / 20.05.2005
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Stamp Duty ACT Amended/Supplemented No. 43 / 20.05.2005
Value Added Tax ACT Amended/Supplemented No. 43 / 20.05.2005
GOVERNMENTAL DECISION No. 429 / 12.06.2003 on the approval of a National Health Map of the Republic of 
Bulgaria
Amended/
Supplemented No. 45 / 31.05.2005
ACT on the technical requirements to products Amended/Supplemented No. 45 / 31.05.2005
ACT on the marine spaces, inland waterways, and ports of the Republic of Bulgaria Amended/Supplemented No. 45 / 31.05.2005
Customs ACT Amended/Supplemented No. 45 / 31.05.2005
Health Insurance ACT Amended/Supplemented No. 45 / 31.05.2005
Labor CODE Amended/Supplemented No. 46 / 3.06.2005
ORDINANCE No. 4 / 20.05.2005 on the procedure of repayment of 30 per cent of the social security contributions 
paid by employers and special companies, work-and-therapy bases and cooperatives of people with disabilities, 
which are members of the nationally representative organizations of people with disabilities and of the nationally 
representative organizations for people with disabilities
New No. 46 / 3.06.2005
RULES ON THE STRUCTURE of the Nuclear Regulatory Agency Amended/Supplemented No. 46 / 3.06.2005 
Medical Institutions ACT Amended/Supplemented No. 46 / 3.06.2005
Health ACT Amended/Supplemented No. 46 / 3.06.2005
ACT on the administrative and territorial structure of the Republic of Bulgaria Amended/Supplemented No. 46 / 3.06.2005
CRIMINAL PROCEDURE CODE Amended/Supplemented No. 46 / 3.06.2005
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А. GENERAL NOTES
The review of the Bulgarian economy is an authentic expert 
product of the Center for Economic Development, made 
possible mostly owing to the long experience of the Center in 
the ﬁeld of applied studies of the economic policy and economic 
development of the country.
Structure of the report. The present report on the Bulgarian 
economy comprises: 
(1) a summary of the report, 
(2) economic analysis in 14 sectors described in detail 
in Topics and Sections, 
(3) two annexes containing updated macroeconomic 
indicators and the regulatory documents promulgated 
in the review period, 
(4) these methodological notes, 
(5) English translation of the summary, and 
(6) chronicle of CED’s activity in the review period.
Review period. The report contains detailed presentation and 
assessment of the second quarter of 2005. Where necessary, 
signiﬁcant events, facts, and data for periods before 2005 have 
been highlighted. Where possible, data comparisons have been 
made with previous years. At many points also the short-term 
trend has been outlined.
Selection of Topics. The structure of the presentation above 
follows two principles simultaneously. First, the strive is towards 
giving a more comprehensive presentation of the subject matter 
areas, with corresponding prioritization of the range of matters 
discussed. Second, the different topics and analyses reﬂect 
the experience and interests of the experts from the Center for 
Economic Development.
Topics and Sections. The review of the Bulgarian economy 
starts with presentation of the macroeconomic dynamics 
discussed against the background of the following basic 
categories: GDP, foreign trade, foreign direct investments, 
inﬂation, employment and unemployment. After that, the 
annual values of the Estat index of business climate in 
Bulgaria are presented and compared. The national economic 
events in the review period, which have direct or indirect 
effect on the competitiveness of the Bulgarian enterprises, 
are analyzed in the section on the enterprise policy. Such 
events are described in the sub-sections on encouragement 
of entrepreneurship, investment promotion policy, access to 
ﬁnance, effectively functioning markets, commercial policy 
and preparation for the single European market, privatization 
and concessioning, regulatory regimes, pubic procurement 
regulation, public administration reform, combating corruption, 
index of economic freedom. In the speciﬁc Bulgarian economic 
environment, the enterprise policy has two basic aspects: (1) 
structural transformation, which is mostly associated with the 
process of privatization and liberalization of the economy, 
and (2) competitive orientation, which involves the policies to 
achieve economic growth and competitiveness of the Bulgarian 
enterprises. The corresponding section of the report studies 
problems concerning both aspects of the Bulgarian enterprise 
policy.
The public ﬁnance section covers the budget implementation and 
the ﬁscal reserve dynamics, the foreign and the domestic debt. 
The wide topic of social and healthcare policies encompasses 
the issues of social security, employment and unemployment, 
labor market policy, incomes and social partnership. A review is 
made of the current problems and condition of the healthcare 
reform. The environmental policy is discussed both as a speciﬁc 
element of the economic policy and as a factor for the economic 
environment.
The ﬁnancial sector is discussed by means of the banking 
system and the capital market. Then comes the review of a 
number of sectors of signiﬁcant importance to the economic 
development of Bulgaria – energy, transport, high technologies 
and communications, tourism and agriculture. The section 
on regional policy studies the political decisions, facts and 
events relating to the achievement of balanced and sustainable 
development of the regions and reduction of the disproportions 
between them, as well as the process of social and economic 
cohesion with the European Union.
The annexes at the end constitute an integral part of the 
presentation. Annex 1 presents in detail the basic macroeconomic 
indicators. Annex 2 contains the list of newly passed legislation 
and amendments to laws, which are of signiﬁcant importance 
to the economic development of the country, and have been 
promulgated in the Ofﬁcial Gazette in the second quarter of 
2005. Since 2005, this annex also contains a brief review of 
the more important legislative amendments in the respective 
quarter.
The work was ﬁnally completed on 15 July 2005.
B. SOURCES
Basic Sources. Statistical and other information and data from 
the sources below have been used in the analyses:
• National Assembly
• Council of Ministers
• Ministry of Energy and Energy Resources
• Ministry of Agriculture and Forestry
• Ministry of Economy
• Ministry of Transport and Communications
• Ministry of Labor and Social Policy
• Ministry of Finance
• National Statistical Institute
• National Social Security Institute
• Employment Agency
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• Agency for Small and Medium-sized Enterprises
• Privatization Agency
• Bulgarian National Bank
• Bulgarian Stock Exchange – Soﬁa AD
• Financial Supervision Commission
• Delegation of the European Commission 
• European Union
• Eurostat
• European Bank for Reconstruction and Development
• Organization for Economic Cooperation and 
Development
• World bank
• Ofﬁcial Gazette
• The periodical press
Additional Sources. We have also used the conclusions from 
a large number of own outputs and works, some of which are 
parts of assigned research projects, as well as analyses by 
other researchers. The particular sources and publications are 
quoted at the respective places in the text.
C. THE ESTAT INDEX OF BUSINESS CLIMATE IN 
BULGARIA
The business climate survey is based on own original 
methodology, developed by the team of the Agency for Social 
and Marketing Surveys Estat and the Center for Economic 
Development. The more signiﬁcant details are described 
below.
Methodology of the Sample. The survey is conducted on a 
quarterly basis among the managers of some 400 companies. 
The sample is a two-level panel one (at the ﬁrst level the 
companies are divided into groups by regions, and at the 
second level – according to their economic sectors as per 
nomenclature A6 of the NSI), and it is grouped on the basis 
of the indices “number of employees” and “type of ownership”. 
The sample is a guaranteed representative one at the level of 
going concerns.
Methodology of the Registration. The information has been 
collected using the method of an inquiry at the work place. The 
interviews were held with the owners of the companies covered 
by the sample, or with persons authorized to make management 
decisions and to sign ﬁnancial statement documents (managers, 
chief accountants, commercial or marketing directors).
Questionnaire Content. The questionnaire contains eight 
substantive questions and three passport questions. The 
integrated index is comprised of three components. The 
questions from one to ﬁve inclusive comprise Component I – 
“General Condition of the Company”; question six – Component 
II – “Investment Attitudes and Corporate Strategies”; questions 
seven and eight – Component III – “Business Environment”. 
Index Calculation: (1) preliminary preparation. The 
preliminary preparation includes weighting of the data according 
to the indicators “economic sector” and “number of employees”, 
recoding and calculating values for the respective questions.
• Questions with one possible answer – the original scales 
are of Likert type with codes from 1 (the highest degree) 
to 5 (the lowest degree). Recoding is done so as to have 
a scale from -2 (the lowest degree) to +2 (the highest 
degree).
• Multiple-choice questions – these questions are recoded in 
advance so that possible answers are located symmetrically 
on both sides of the neutral point (the zero).
Index Calculation: (2) components. The index for each 
component, which comprises an indicator question, is calculated 
as a weighted average value. Weights are assigned to each 
indicator within a component by means of expert evaluation. 
The value for each component (“General Condition of the 
Company”; “Investment Attitudes and Corporate Strategies”; 
“Business Environment”) is calculated as a weighted average.
Index Calculation: (3) integrated index. The integrated 
index is calculated as a weighted average of the three basic 
components mentioned above. The weight for each of the 
components is determined by means of expert evaluation.
Index Values. The Estat index of business climate assumes 
values from -100 to +100. The business climate condition is 
assessed according to the following scale, similar to the one 
used in the German IFO Business Climate Index:
-100 to   -61  very poor 
  -60 to   -21  poor
  -20 to  +20  average
 +21 to  +60  good
   +6 to +100  very good  
Index Interpretation. All components (with no exception), 
as well as the integrated index, assume values within the 
interval [-100, +100]. The set of tools allows determining also 
the direction of the index. The difference between the values 
of questions Q3 (assessment of the expected condition), Q2 
(assessment of the condition at a certain point in time) and Q1 
(assessment of the condition during the preceding period) is 
applied as a criterion for determining the direction. 
Additional Notes. Beside everything aforesaid about the 
methodology, in many places throughout the text additional 
methodological and other notes and comments are given.
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EVENTS
Bulgarian Investment Forum in Plovdiv
Bulgarian Investment Forum on “Regional Investment Projects – European Path. Perspectives, 
2007” was organized in Plovdiv on 5 and 6 April 2006. Alexander Boshkov, CED Co-chair, 
took part in the forum. He spoke about the problems of the ﬁscal decentralization in Bulgaria 
within a round table on “Necessary Legislative Initiatives in the Area of Ownership, Town 
Planning and Regional Development towards Improved Business Climate”. Panel participants 
included also Mr. Kamen Kolev, General Director, BIA, Mr. Nikolin Gavrilov, President, 
Bulgarian Entrepreneurial Chamber, and Emilia Boshkova, Chief Architect of Plovdiv.
Within the forum, Mr. Boshkov was a moderator of a plenary session on “Investment Projects 
and Successful Business Practices”. Speeches contributed also Mr. Konstantiv Piskov, 
Deputy-Mayor, Plovdiv Municipality, Mrs. Elza Markova, Executive Director, Bella Bulgaria 
JSC, Mr. Nikola Dobrev, Chief Executive Ofﬁcer, KZM 2000 JSC, Mrs. Zhechka Kalinova, 
Manager, BDA Bulgaria.
Round table on Challenges to Bulgarian Education
On 19 April 2005, the Center for Economic Development organized in cooperation with the 
Institute for Educational Policies and Studies (IEPS) and the Open Society Institute (OSI) a 
round table on “Challenges to the Bulgarian Education”.
This round table was the ﬁnal phase of the project “Prognosis and Perspectives for the 
Development of the Bulgarian Education” undertaken and ﬁnanced by the Open Society 
Institute, Soﬁa. The project was successfully implemented by a joint CED – IEPS expert 
team. The meeting was targeted at providing (1) expert discussion on the project report and (2) 
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analysis of the challenges to the Bulgarian educational system 
arising from the demographic situation and development of 
the nation, the economic development, the Bulgarian and the 
European labor market, the new knowledge-based economy and 
the social functions of education.
Working Meeting within an Innovation Development Project
The latest working meeting within the project “EU Innovation 
Trend Chart” was organized in Istanbul on 21 and 22 April 
2005.  Petar Stankov, CED expert, took part in the meeting in 
the capacity of project correspondent for Bulgaria. 
The meeting produced an evaluation of 2004 project activities 
and a working program for 2005. Participants were provided 
with the latest information about European Commission’s 
Framework Program for Competitiveness and Innovation 
(2007–2013) and about some new indicators, which Europe 
will employ to monitor innovation development in the countries 
participating in the project. 
The second day was devoted to group work. Petar Stankov took 
part in the discussion on innovation system development in 
Central and East European countries. Discussions were focused on three basic aspects: (1) 
SWOT of innovation management systems in CEE; (2) challenges to the innovation policy 
in CEE countries – building a critical view of innovation policies, and (3) discovering best 
practices in national innovation management systems. The meeting ended with presentations 
on every group of countries, which were aimed at exchange of discussion-generated ideas at 
inter-group level.  
A report on the development of Bulgaria’s national innovation system, drawn up by Mr. Petar 
Stankov, will be published in the autumn of 2005. The report will be available in the project 
site at http://trendchart.cordis.lu/country_reports.cfm. This site now contains the 2004 country 
report developed by Mr. Georgi Mihailov, CED expert.  
Round Table on “The Bulgarian Economic Policy, 2005–2010”
A round table on “The Bulgarian Economic Рolicy, 2005-2010: Рolitical Alternatives and 
Election Promises” was organized on 23 April 2005 in the Hilton Hotel. Mr. Alexander Boshkov 
and Mr. George Prohasky, CED Co-Chairs , delivered a report on “Bulgarian Economic Policy 
Guidelines, 2005–2010”, which was per se a right-wing Bulgarian economic development 
The Round Table at work, 19 April 2005
Working meeting participants, 22 April 2005, Istanbul
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program for the next ﬁve years. The left-wing economic program was presented in the report 
on “Bulgaria in United Europe. Government Program, 2005–2009” contributed by Prof. 
Gancho Ganchev, Ass. Prof. Chavdar Nikolov and Slavcho Georgiev from the Institute for 
Economy and International Relations (IEIR). Then the opponents took the ﬂoor: Mr. Ivaylo 
Kalﬁn from IEIR commented CED’s report and Dr. Krassimir Petrov from CED commented 
the report of IEIR.
Political parties, AEAF and branch organizations delivered speeches in the second half of 
the meeting. Political parties were represented by Mr. Rumen Ovcharov (BSP), Mr. Dimitar 
Bachvarov (DSB), Miss Ralitsa Againe (“The New Time”), Mr. Yunal Tassim (MRF) and Mr. 
Dimitar Stefanov (People’s Union). Mr. Stefan Tzvetkov, Director, Department for Economic 
Forecasts and Policies, presented the opinion of AEAF. Branch organizations were represented 
by Mr. Bozhidar Danev, President, BIA, Mr. Ivo Prokopiev, President, Union of Bulgarian 
Employers, and Mr. Boyko Nedyalkov, Vice-President, Association of Industrial Capital. 
The meeting ended with a couple of extra speeches and a general discussion. The presenter 
Mrs. Raina Gavrilova, Executive Director, Open Society Institute, Soﬁa, summarized in her 
closing speech the common ground of and the essential differences between the two views. 
Is the Bulgarian Labor Market Prepared for the European Union?
On 25 April 2005, the Ministry of Labor and Social Policy 
organized a round table on “Is the Bulgarian Labor Market 
Prepared for the European Union?”. Miss Magdalena Varshilova, 
expert, presented the results of CED’s study on “Can Bulgaria 
Reach Europe’s Average Unemployment Level and When?” The 
study was implemented by CED and was ﬁnancially supported 
by the Employment Agency. Mr. Alexander Boshkov, Co-hair, 
CED Board of Trustees, was moderator of the meeting. 
The basic objective of the round table was to provide a forum 
for discussing the challenges to the labor market in the light 
of Bulgaria’s forthcoming membership in the European Union, 
for presenting and analyzing MLSP’s employment promotion 
initiatives and for assessing the role and capacity of employer’s 
organizations to meet the challenges of the EU labor market. 
According to CED, intensiﬁed labor migration and employment 
growth on the Bulgarian labor market are key factors for the rapidly decreasing unemployment 
in Bulgaria in recent years, which will preserve their inﬂuence in the future; however, it 
is difﬁcult to venture a labor migration forecast. To approximate the average income and 
unemployment levels of the EU, Bulgaria must achieve and maintain for a longer period 
sustainable economic growth at levels much above the growth rates of EU-15 and EU-25. At 
the same time, growth in labor productivity must be higher than growth in employment.
Bulgaria’s economic and social cohesion with the EU can be accelerated through purposeful 
and continuous interfacing of national policies and structural funds towards eliminating the 
negative effect of the existing structural disproportions in the economy and population of 
Bulgaria and of the EU.
Left to right: Magdalena Varshilova, CED expert; George 
Prohasky and Alexander Boshkov, CED Co-Chairs; Rumen 
Simeonov, Deputy Minister, MLSP; Elka Dimitrova, 
Director, Labor Market Policy Division, MLSP; Dikran 
Tebeyan, Vice-president, BIA
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Conference on Fulﬁllment of the Lisbon Agenda
On 26 April 2005 the Center for Economic Development and 
the British Embassy organized for a third time a conference on 
fulﬁllment of the Lisbon Agenda, focused on “Lisbon Agenda 
Challenges: Higher Education and Skills for Higher Growth and 
Employment”. A joint project was launched three years ago for 
assessment on an annual basis of Bulgaria’s accomplishments 
towards Lisbon Agenda goals. The objective of the ﬁrst 
conference was to outline the importance of the Lisbon Agenda 
and to highlight the need to focus the attention of the Bulgarian 
society on achieving the strategic goals: raising employment and 
output. The second conference presented to the public the non-
governmental assessment of the achievement of goals. Now, 
following the recommendations of the re-launched strategy CED 
tried to identify national priorities in Lisbon Agenda context. 
CED analysis puts emphasis on the challenges that education 
faces, in relation to labour market development. 
List of participants included: Mr. Milko Kovachev, Minister of 
Economy; Mrs. Hristina Hristova, Minister of Labor and Social 
Policy; Prof. Kamen Velev, Deputy-Minister of Education; 
Mr. Lyubomir Datsov, Deputy – Minister of Finance; Mr. Laurence Broyd, Deputy of the 
Ambassador of Great Britain to Bulgaria, Mr. Clive Tucker, Director, Department of Education 
and Employment, Ministry of Labor and Pensions and MES of Great Britain, as well as 
representatives of ministries, universities, employer’s organizations, the non-governmental 
sector, donor organizations and foreign embassies. Participants stressed in their speeches that 
accomplishing the Lisbon goals and building a competitive economy through higher growth 
and employment presumes higher quality of human resources. The ability of Bulgaria’s 
educational system to meet the labour market requirements for educated and qualiﬁed 
labour force is signiﬁcant for attainment of Lisbon Agenda goals and for higher growth and 
employment based on competitive economy.
Working Meeting within the National Crafts Forum 2005–2006 Project
On 10 May 2005, Miss Magdalena Varshilova, CED expert, took active part in the ﬁrst 
meeting of the working groups within the project “National Crafts Forum”, 2005 – 2006, 
implemented by the National Association of Crafts and supported by the Swiss Agency for 
Development and Cooperation (SADC). Project working groups comprise experts from the 
Ministry of Economy, Ministry of Labor and Social Policy, Ministry of Education and Science, 
as well as representatives of regional crafts chambers, non-governmental organizations and 
universities. 
The ultimate project goal is to develop a Strategy for a permanently oriented vocational training 
system in Bulgaria. Profound analysis of the condition of Bulgarian vocational training and 
study of the international experience in the ﬁeld are envisaged towards that goal. 
Left to right: Mr. Lyubomir Datsov, deputy – Minister 
of Finance; Mr. Milko Kovachev, Minister of Economy; 
Laurence Boyd, Deputy of the Ambassador of Great Britain 
to Bulgaria; George Prohasky, CED Co-Chair,; Mrs. 
Hristina Hristova, Minister of Labor and Social Policy; 
Prof. Kamen Velev, Deputy – Minister of Education; Mr. 
Clive Tucker, Director, Department of Education and 
Employment, Ministry of Labor and Pensions and MES of 
Great Britain
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Seminars on Small and Medium Business against Corruption
Anticorruption seminars were organized within the project “Involving Small and Medium 
Business for Active Counteraction to Corruption”. The project falls within the PHARE 
Program “Civil Society Development” and is ﬁnancially supported by the EU. Seminars were 
organized in the towns of Pazardzhik, Blagoevgrad, Russe, Montana, Gotse Delchev, Teteven, 
Haskovo, Sliven, Vidin, Targovishte, Silistra and Burgas between May and July 2005. The 
Center for Economic Development, the National Association of Small and Medium Business 
and the National Business Development Network developed and presented an analysis of and 
measures to improve the business environment.
Representatives of small and medium business, business 
associations, regional and municipal administrations, non-
governmental organizations and the media took part in the 
seminars.
The project team presented to the participants the anticorruption 
legislation, highlighting the international and the Bulgarian 
experience. The presentation focused on the good practices of 
countries with the lowest level of corruption. The key results 
of the 12 focus groups organized in the period February – April 
2005 and of a nationally representative sociological survey 
conducted among 450 companies57 were introduced as well. A 
separate presentation was devoted to the condition of and the 
opportunities to improve the Bulgarian business environment 
and to minimize corruption practices.
Representatives of big international and Bulgarian companies 
shared their experience and good practices in developing ethic 
business relations and for combating corruption. Seminars were 
hosted by guest lecturers: Iva Todorova, Senior Manager, KPMG, 
Bulgaria; Malina Atanassova, Executive Director, Shell Bulgaria 
JSC; Stanimir Donkov, Regional Manager, Shell Bulgaria JSC; 
Krasimir Orlovski, Director, Human Resource Management and 
Development, Non-Ferrous Metals Combine JSC; Mitko Yanev, 
Director, Technical Department and SUK, MONBAT JSC; 
Svetlozar Karadzhov, Management Board President, Amylum 
Bulgaria, Irina Mitikova, Manager, Stomana Metal-Working 
Tools Factory JSC, Silistra.
During the active discussions on anticorruption topics, the project team presented a draft 
Company Code of Ethics and called upon small and medium business representatives to 
approve such documents. The companies, which approve their own code of ethics, will be 
listed in a separate section of the business portal Econ.bg. 
Seminar in Blagoevgrad at work, 17 May 2005.
Seminar in Vidin at work, 22 June 2005.
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Eighth National Meeting of Bulgarian Municipal Financiers   
The Eighth National Meeting of Bulgarian Financiers was organized on 15 – 17 May in Royal 
Park Hotel of Elenite Holiday Village. The meeting was focused on presenting and discussing a 
new framework concept of restructuring the municipal ﬁnance system in light of development 
of a new Local Finance Act. 
Mr. N. Trifonov, Management Board Member, NAMRB, opened the meeting and Mr. V. 
Dimitrov, President of the National Audit Ofﬁce delivered a welcoming speech. The meeting 
proceeded with presentation of the views of central and local government, as well as of 
independent experts on “Fiscal Decentralization – Where Do We Stand, What Do We Want and 
How To Achieve It?” Mrs. Ginka Chavdarova, Executive Director, NAMRB, represented the 
National Association of Municipalities, Mr. K. Ananiev represented the Ministry of Finance, 
and the Center for Economic Development was represented by Dr. Krassimir Petrov, Program 
Director, CED, who delivered a report on “Fiscal Decentralization in Bulgaria: Next Steps 
– Increasing Autonomy of Local Governments”. Dr. Petrov presented in the report the ﬁscal 
decentralization mechanism developed by CED (on analogy of the USA of the 19 c.) which 
is based on the seven fundamental principles underpinning any successful decentralization 
process.
Following an interesting discussion on delivered reports, the meeting separated into three 
working groups: (1) ﬁnancing and organizing State-delegated activities, (2) ﬁnancing and 
organizing local activities, and (3) local investment policy. 
The meeting ended with a plenary session, which included presentation of the Municipal Debt 
Act and the results of a project on “Involving Citizens in Local Finance Management”, as well 
as discussions on the conclusions and recommendations produced by the three working groups. 
Seminar on Anticorruption Practices
On 9 June 2005 Blenika Djelepova, CED expert, delivered in Shumen a lecture on 
“Anticorruption Legislation  – Bulgarian and International Experience” and presented the 
ongoing results of the project “Involving Small and Medium Business for  Active Counteraction 
to Corruption” implemented by CED with ﬁnancial support from the European Union in the 
framework of PHARE Program ‘Civil Society Development.
The presentation was part of a three-day seminar on anticorruption practices training for 
representatives of public institutions, non-governmental organizations, businesses, members of 
the Regional Anticorruption Commission and the Public Anticorruption Council. The seminar 
was organized in the Anticorruption Center in Shumen within the framework of the project 
“Curbing Corruption by Anticorruption Practices and Building an Anticorruption Center on 
the Territory of Shumen Region”.
Training of New Trainers
From 26 to 29 April 2005 Blenika Djelepova, CED expert, took part in a training of new trainers 
seminar organized within Project BG 0203.05 “Technical Assistance for Implementing Key 
Measures of the Implementation Program for the National Strategy for Counteracting Corruption”. 
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The training ended with a study tour in Helsinki, Finland and 
Tallinn, Estonia, from 12 June 2005 to 18 June 2005.
The ﬁrst key objective of the study tour was to acquaint the 
participants in detail with the methodology of the training 
process, of organizing training courses and of improving trainer’s 
skills. The second major objective was to present and analyze the 
anticorruption experience of two EU Member States – Finland 
and Estonia, and to discuss speciﬁc corruption practices.  
The tour in Helsinki included meetings with representatives of the 
Finnish Institute of Public Management on topics of the structure 
of the Finnish public administration system, the Finish experience 
after 10 years in the EU, organizing public administration training 
courses, managers training and implementing the principles 
of the Public Servant Code of Ethics. The representatives of 
Bulgarian non-governmental organizations had meeting with 
the Vice-President of Transparency Finland.
In Tallinn, trainees had meetings with representatives of 
the Ministry of Justice, Criminal Police Department, Chief 
Prosecutor’s Ofﬁce, Ministry of Interior and the Ofﬁce of the State Secretary on counteracting 
and investigating corruption practices and implementing a national anticorruption strategy.
The ultimate objective of the study tour was to enable participants to compare the experience of 
two countries having the lowest corruption index and the opportunities to apply this experience 
in Bulgaria. On basis of meetings, debates and discussions, non-governmental representatives 
came out with ideas for reforms in the Bulgarian administrative sector, including revitalization 
of the public administration, involving the Prosecution in the anticorruption efforts of all 
institutions, strict monitoring and control of administration activities in the area of public 
procurement, customs control, tax system and the other corruption-sensitive sectors. Finally 
yet importantly comes the proposal for reassessment of Government’s position towards the 
Bulgarian non-governmental sector.
Second Crafts Forum
On June 28 2005, Miss Magdalena Varshilova, CED expert, took part in an open working 
group meeting within the Second Crafts Forum on developing a Strategy for a permanently 
oriented vocational training system in Bulgaria, organized in Burgas within the Forum of 
Crafts, Small and Medium Enterprises.
The Second Crafts Forum was focused on presenting and discussing in public working 
group’s achievements at this implementation phase of the project, which is being realized 
with expert and ﬁnancial support from the National Crafts Chamber and the Swiss Agency 
for Development and Cooperation, and on calling upon the representatives of regional crafts 
chambers to provide expert assistance towards successful project completion.
A Bulgarian Vocational Education and Training Strategy is being developed in answer to the 
need to promote the development of the Bulgarian crafts sector, which must be adequate to the 
challenges of Bulgaria’s accession to the EU.
Visit to the Finnish Institute of Public Management, 14 
June 2005, Helsinki.
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MEETINGS “ON THE ROOF”
Meetings with French Delegation
On 28 June 2005, at the Roof Hall, CED team of experts had a meeting with a ten-member French delegation comprising chief 
councilors and ofﬁcials from Moselle Department, accompanied by representatives of the Economic Service at the French Embassy 
in Bulgaria. Head of delegation was Mr. Philippe Leroi, President of the Moselle Department Council, members included Mr. Claude 
Bit, Vice-President of Moselle Department responsible for economy, trade, crafts and public works, as well as ﬁve chief councilors 
among which Mr. Albert Midrier, Director, Economic and European Affairs and Mr. Paul Ensberger, Chief Secretary of Moselle 
Department.
Mr. George Prohasky, CED Co-chair , chaired the meeting. He presented to the guest the activity of the Center for Economic 
Development and provided a detailed analysis of Bulgarian economic development trends. The information produced many 
questions and answers and provided a basis for discussion on topical economic problems. The guests were interested in speciﬁc 
total competitiveness indicators for Bulgaria and in the reasons for the failure (in their opinion) of the sustainable economic growth 
observed in recent years to inﬂuence notably the welfare of the average Bulgarian.  
NEW PUBLICATIONS
A third CED publication on the Lisbon Agenda and Bulgaria’s progress towards Lisbon 
goals came out in April 2005. The publication was scheduled for the conference on “Lisbon 
Agenda Challenges: Higher Education and Skills for Higher Growth and Employment” 
organized on 26 April 2005. The brochure “Lisbon Agenda Challenges. Bulgarian Priorities” 
is published with the ﬁnancial support of the British Embassy in Bulgaria. Mrs. Meglena 
Kuneva, Minister of European Affairs, contributed the preface. The publication contains 
a summary of European Commission’s ‘Joint Efforts for Growth and Employment. A New 
Start for the Lisbon Strategy‘Report for the Spring European Council and Presidency’s 
conclusions of 23 march 2005. The title of CED’s latest annual analysis assessing Bulgaria’s 
accomplishments in Lisbon Agenda context is “Implementing Lisbon Goals – Where Do We 
Stand?” The focus is now on improving the quality of human resources in line with national 
economy needs and meeting the requirements of the new ICT-based economy for educated 
and qualiﬁed labor force. 
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The latest CED publication on ﬁscal decentralization in Bulgaria and local self-government 
came out in June 2005. It is based on the materials produced by the international conference 
on “Fiscal Decentralization in Bulgaria – Increasing Autonomy of Local Governments”, 
organized in Soﬁa on 8 March 2005 by the Center for Economic Development within a 
project ﬁnancially supported by Local Government and Public Service Reform Initiative at 
Open Society Institute, Budapest. This is the second conference on ﬁscal decentralization in 
Bulgaria. The publication contains studies by three non-CED experts: Dr. Presiana Nenkova, 
Senior Ass. Prof., UNWE, Mr. Petkan Iliev, Professor, UNWE, and Dr. Stefan Ivanov, 
Director, Club Economy 2000, as well as CED summary report with speciﬁc proposals for 
accelerating the ﬁscal decentralization process in Bulgaria. Some of the problems, which 
Romania encounters in implementing this process, are presented in a study by the Romanian 
Public Policy Center. A large portion of the publication is devoted to the practical experience 
of some municipalities in conquering the problems of low-pace decentralization. Interesting 
is the municipal budgeting experience of Pomorie Municipality in the period 2000-2004, i.e. 
before and after ﬁscal decentralization was introduced in Bulgaria, as well as the speeches 
of mayors who share their views on the issues.
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